UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM K AL/ S

{(Mark One)
'ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 \

For the Fiscal Year Ended October 31, 2002

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR }lS(d)/é@'
SECURITIES EXCHANGE ACT OF 1934 /

For the transition period from to

Commission file number 000-23091

J1.D. Edwards @mg@&y

(Exact Name of Registrant as Specified in its Charte

Delaware 84-0728700 PR@@ ESSED

(State or other jurisdiction of (L.R.S. Employer
Incorporation or organization) Identification Number) .~
One Technology Way, Denver, Colorade 80237 i FEB 2 6 2@®3
(Address of principal executive offices) (Zip code) -E-H @WHSQN .
Registrant’s telephone number, including area code FDN AN@D

303/334-4000

Securities registered pursuant to Section 12(b) of the Act: |
FANRAY
Securities registered pursuant to Section 12(g) of the Act: :
Title of Each Class 03010291
Common Stock, par value $0.001 per share

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
Registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No. ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of Registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. [

Indicate by check mark whether the Registrant is an accelerated filer (as defined 1n Rule 12b-2 of the
Act). Yes No []

As of April 30, 2002, the last business day of the Registrant’s most recently completed second fiscal quarter,
there were 118,807,159 shares of the Registrant’s common stock outstanding, and the aggregate market value of
such shares held by non-affiliates of the Registrant (based on the closing sale price of such shares on the
NASDAQ National Market on April 30, 2002) was approximately $904.7 million. Shares of the Registrant’s
common stock held by each executive officer and director and by each entity that owns 5% or more of the
Registrant’s outstanding common stock have been excluded in that such persons may be deemed to be affiliates.
This determination of affiliate status is not necessarily a conclusive determination for other purposes.

As of December 4, 2002, there were 119,394,290 shares of the Registrant’s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Certain sections of the Registrant’s definitive Proxy Statement for the 2003 Annual Meeting of Stockholders
to be held on March 26, 2003, are incorporated by reference in Part III of this Form 10-K to the extent stated
herein.




Item 1.

Item 2.
Item 3.
Item 4.

Item 5.
Item 6.
Item 7.

Item 7A.

Item 8.
Item 9.

Item 10.
Jtem 11.
Item 12.

Item 13.
Item 14.

Ttem 15.

J.D. EDWARDS & COMPANY

FORM 10-K ANNUAL REPORT
FOR THE FISCAL YEAR ENDED OCTOBER 31, 2002
TABLE OF CONTENTS
Page
;Ng_._
PARTI

BUSIIIESS oottt e e 1
Risk Factors .............. ... cont. e e e e 10
PrOPeTtiES . .. o 22
Legal Proceedings . ... ... 22
Submission of Matters to a Vote of Security Holders .................................. 22
Our Executive OFfiCers ... ..ottt e e e e 22

PART II
Market for Registrant’s Common Equity and Related Stockholder Matters ................ 24
Selected Consolidated Financial Data .. ............uteireiniiieee s, 24
Management’s Discussion and Analysis of Financial Condition and Results of Operations .... 26
Quantitative and Qualitative Disclosure About Market Risk. ............................ 50
Consolidated Financial Statements and Supplementary Data ............................ 51
Changes In and Disagreements with Accountants on Accounting and Financial Disclosure. ... 51

PART IIT :
Our Directors and EXecutive OFfiCerS .. ..........eurnee e 51
Executive Compensation . ............oiiiiiiiiiii 51
Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Mt TS o e 52
Certain Relationships and Related Transactions .................. .. ..., 52
Controls and Procedures ... ......... . it e 52

PART IV
Exhibits, Financial Statement Schedules, and ReportsonForm 8-K ...................... 52
Signatures ...................... e 54
CertificatiONS . ... .ottt e e 55
Report of Independent AcCoOUNtants .. ........ .. ..o, F-1
Consolidated Balance Sheets . ......... i e F-2
Consolidated Statements of Operations ............ ...t F-3
Consolidated Statements of Changes in Stockholders’ Equity ........................... F-4
Consolidated Statements of Cash Flows ... ... ... .. . i i F-5
Notes to Consolidated Financial Statements ..............iortiiin .. F-6

The page numbers in the Table of Contents reflect actual page numbers, not EDGAR page tag numbers.

J.D. Edwards is a registered trademark of J.D. Edwards & Company. The names of all other products and
services of J.D. Edwards used herein are trademarks or registered trademarks of J.D. Edwards World Source
Company. All other product and service names used are trademarks or registered trademarks of their respective

owners.




(This page intentionally left blank)




PARTI

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-
looking statements that have been made pursuant to the provisions of the Private Securities Litigation Reform
Act of 1995. In some cases, forward-looking statements can be identified by the use of such words as
“anticipates,” expects, intends,” “plans,” “believes,” “seeks, estimates,” variations of such words and
similar expressions, particularly statements referencing our annual and quarterly revenue expectations for fiscal
2003. Such forward-looking statements are based on current expectations, estimates and projections about J.D.
Edwards’ industry, management beliefs and certain assumptions made by J.D. Edwards’ management. These
statements are not guarantees of future performance and are subject to certain risks, uncertainties and
assumptions that are difficult to predict; therefore, actual results may differ materially from those expressed or
Jorecasted in any such forward-looking statements. Such risks and uncertainties include those set forth herein
under “Risk Factors” on pages 10-22. Unless required by law, we undertake no obligation to update publicly
any forward-looking statements, whether as a result of new information, future events or otherwise. However,
readers should carefully review the risk factors set forth in other reports and documents that we file from time to
time with the Securities and Exchange Commtsszon particularly the Quarterly Reports on Form 10-Q and any
Current Reports on Form 8-K.

»oac TS o

Item 1. Business

Overview

J.D. Edwards develops and markets collaborative enterprise software and provides consulting, education,
and support services. Our offerings are differentiated by a practice of listening to customers, innovating on their
behalf, and delivering solutions as part of a results-oriented relationship. We aim to make our customers stronger,
enabling them to solve their most important business challenges. Our software applications help customers
integrate various aspects of their businesses—from managing relationships with suppliers, employees, and
customers to processing transactions and analyzing internal business information. Our systems manage and store
large volumes of diverse business information, providing our customers continuous and simultaneous availability
of information to geographically dispersed employees, customers, and suppliers. Customers can operate our
software on a variety of computing platforms, and we support several different databases. Recognizing that our
software must a'iign with- our customers’ current and future requirements, we make our offerings modular to
allow customers to license only the applications necessary for their business operations. Consulting, education,
and support services-are available through our own direct services organization and select business partners to
help customers benefit fully from our software. Our consultants use a flexible implementation methodology and
tools to help customers adapt our applications to their operations. Our education experts conduct training
programs to help users become acquainted and proficient with our systems, and our global support teams offer a
range of options, from Web-based self-service to dedicated account management.

Founded in March 1977, J.D. Edwards develops software in 21 languages that is used by approximately
6,600 mid-market and large customers in more than 110 countries. We have nearly 5,000 employees in 18 United
States offices and 40 international offices. We maintain relationships with major technology and platform
prov1ders consultmg firms, and product alliance partners,

Our principal executive office is located at One Technology Way, Denver, Colorado 80237. Our telephone
number is 303/334-4000, and our Internet home page is located at www. jdedwards.com; however, the
1nformatlon in, or that can be accessed through, our home page is not part of this report. Cur annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to such reports are
available, free of charge, on our Internet home page as soon as reasonably practicable after we electronically file
such material with, or furnish it to, the Securities and Exchange Commission, or SEC. We were incorporated in
Colorado in March 1977 and reincorporated in Delaware in August 1997. Except as otherwise noted herein, all
references to “J.D. Edwards” mean J.D. Edwards & Company and its subsidiaries.
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Recent Developments

J.D. Edwards 5™

In May 2002, we introduced J.D. Edwards 5, our current family of modular, collaborative enterprise
software and services. Our integrated, Web-enabled J.D. Edwards 5 applications are designed to help large- and
medium-sized businesses improve their performance. Product lines include enterprise resource planning, or ERP,
customer relationship management, or CRM, supply chain management, or SCM, supplier relationship
management, or SRM, business intelligence, or B, collaboration and integration, and tools and technology.

Acquisition and Integration of YOUcentric, Inc.

In November 2001, we completed our acquisition of YOUcentric, Inc., a provider of Java™-based CRM
software, including Web-based applications for sales force automation, carnpaign management, contact center
management, and partner relationship management. The launch of J.D. Edwards CRM, which combined the
functionality of YOUcentric’s product with the look and feel of our software, marked our integration of the
YOUcentric product. The value proposition of the YOUcentric integration is twofold: (1) Using our technology
capabilities to connect our CRM to other applications, we offer a more comprehensive, competitive product, and
(2) the time and cost to implement our CRM software versus competitors’ products is reduced using object-
oriented design and predefined data models.

Management Change

In January 2002, our Board of Directors appointed Robert M. Dutkowsky as President and Chief Executive
Officer, replacing C. Edward McVaney, a company co-founder and long-time leader. At the annual meeting of
stockholders in March 2002, Mr. Dutkowsky assumed the additional dufty of Chairman of the Board. For
information on the background of our executive officers, see the information in the section titled “Our Executive
Officers” at the end of Part I of this Annual Report on Form 10-K.

Operational Realignment

Effective in fiscal 2003, we changed certain areas within our Sales and Marketing organfzation for closer
alignment with the industries of our customers. We have established industry groups, and this verticalization
initiative is designed to improve our responsiveness to the industry-specific challenges confronting our diverse
base of customers.

J.D. Edwards’ Approach, Products, ahd Services

Cur Approach

Our approach to conducting our business is articulated through six strategic imperatives that we use to chart
our progress: .

1. Revenue Growth—We strive to grow revenue at a rate equal to or better than competitors in our
targeted industries, growing our market share.

2. Improved Profitability—We aim to consistently improve our operating profit margin so we can
reinvest our resources in our business and deliver innovative products and services, improve processes and
business results, and increase shareholder value.

3. Innovation—We are passionate about innovation in all parts of the company. These innovations
must be integrated with our strategic focus and leveraged into improved products, services, and business
processes that enable consistent, profitable growth.




4. Customer Satisfaction—Our aim is to make our customers stronger as a result of doing business
with us. This requires that our customers are not only satisfied with our products, services, and support, but
that we deliver value to their business.

5. Meaningful Partnerships—We will continue to create and nurture partnerships that will enhance our
products, services, market coverage, and customer satisfaction.

6. Knowledgeable, Committed Workforce—Our ability to attract and retain highly skilled, motivated
employees in all areas of our business is critical to serving our stakeholders, and to achieving our long-term
strategic objectives.

Our Solution Families

© J.D. Edwards 5—This latest release of our applications encompasses all of our current product lines,

including acquired products. This version of our software includes the technology for Web services, a

rapidly emerging, standards-based paradigm that will enable businesses to sharé data, applications, and

business processes on the Internet. J.D. Edwards 5 features modules that interoperate with current and

legacy technology, permitting companies to purchase only the software they need and to expand

" functionality as their businesses evolve. Customers can operate the software on a variety of computing

platforms, including Windows NT®, UNIX®, and IBM 0S/400®. Our software is also Web-enabled

through Java and HTML. The databases we support include IBM’s DB2® Universal Database, or-UDB,

for IBM eServer iSeries™ (previously known as the AS/400%), DB2/UDB for UNIX, DB2/UDB for
Windows®, Microsoft’s SQL Server®, and Oracle®.

©  OneWorld®—An object-based, event-driven ERP software suite designed to provide the information
access and other user benefits of traditional client/server systems, OneWorld was introduced in late
1996 to operate on a variety of computing platforms. We specifically designed the OneWorld
technology to enable customers to make business changes quickly and easily without custom
programming. Customers wishing to leverage their investment in OneWorld or OneWorld Xe can add
J.D. Edwards 5 functionality, such as our CRM and Advanced Planning modules, or they may continue
to license additional OneWorld product offerings.

© WorldSoftware™—This host-centric ERP software suite was designed to operate on the IBM iSeries
" platform. The technology underlying the WorldSoftware applications is a well-established, procedural-
based design, which takes advantage of the security, integrity, and easily maintained architecture of the
iSeries platform. With the addition of the WorldVision thin client interface, WorldSoftware
applications can be operated through a Windows-based graphical user interface. In addition,
WorldVision includes user-friendly Java- and HTML-based graphical user interfaces that allow users
to work in a visual environment associated with client/server systems without compromising data
integrity, disrupting ongoing operations, or sacrificing existing hardware and software investments.
Like OneWorld, WorldSoftware can be augmented by new or enhanced modules from J.D. Edwards 5.
Additionally, WorldSoftware customers can migrate fully to OneWorld or J.D. Edwards 5 through
direct conversion, co-existence, or hosting. WorldSoftware customers also may choose to continue to
license additional WorldSoftware products.

Our Software Product Lines .

We offer a wide range of software that helps our customers meet their enterprise needs and collaborate with
trading partners. Our current generation of software, J.D. Edwards 5, consists of seven software product lines:

Enterprise Resource Planning—].D. Edwards ERP ‘applications are designed to improve an organization’s
internal operations and provide the-infrastructure for collaborative commerce. The ERP applications help
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customers manage finance, assets (including inventory, fixed assets, and real estate), people, projects, suppliers,
and the fulfillment and manufacturing processes. Modules include:

Enterprise Foundation
Financials

Fixed Asset Management
Inventory Management

Order Processing Base

Work Order Management
Enterprise Asset Management
Resource Assignments

Employee Self-Service

@

@

@

Manager Self-Service

Human Resources Management
Payroll Processing

Project Management

Expense Management

Time and Expense Management
Time Accounting

Real Estate Management

Customer Relationship Management—J.D. Edwards CRM applications address customer relationships
beyond automating sales, marketing, and customer service agent assistance. These applications help manage the
customer lifecycle, from customer acquisition to post-sales service and support. Modules include:

Sales Force Automation

Contact Center

Marketing Automation

Partner Relationship Management

Service and Warranty Management

Advanced Order Configurator

CRM Wireless

Customer Self-Service
Mobile Sales
CRM Mobile Synchronization

Supply Chain Management—]J.D. Edwards SCM comprises integrated planning and forecasting, as well as
fulfillment and execution applications. Working together, our supply chain products enhance productivity and
efficiency for product-driven industries. In addition, J.D. Edwards Supply Chain Planning and Supply Chain
Execution software—such as Order Management, Procurement, Warehouse Management, and Transportation
Management—enables instantaneous response to events that impact a company’s supply chain. SCM modules

include:
Supply Chain Planning
®  Demand Consensus
® Demand Forecasting
¢  Strategic Network Optimization
®  Tactical Network Optimization
@  Order Promising
&  Production and Distribution Planning
®  Production Scheduling—Discrete
®  Production Scheduling—Process
® Advanced Planning Agent
®  Supply Chain Console

Supply Chain Execution

©  Advanced Pricing

®  Sales Order Management

®  Advanced Inventory Management
® Agreement Management

€@  Quality Management

# Requirements Planning

® Manufacturing Management
® Base Configurator

® Warehouse Management

&  Transportation Management
8  Bulk Stock Logistics



Supplier Relationship Management—OQOur SRM offerings go beyond strategic sourcing and e-procurement to
improve the connection -between enterpnses and their suppliers, helping companies compete more effectively.
Buyers who exchange mformatlon with suppliers by telephone fax and e-mail cannot adequately react to poor
forecasts; supply chain interruptions, and rapid’ demand changes. Our software provides a solufion by linking
vital information needed to make informed decrsmns and respond to supply chain 1nterrupt10n in conjunctron
with their supphers Modules include:

©  Procurement and Subcontract Management

o Supplier Self-Service

Business Intelligence—1J.D. Edwards BI enables"co_mpanie_s to extract important information from the data
shared among customers, partners and suppliers. ‘Its purpose is to help companies monitor their business
activities, identify sources of value, and measure the lével of value delivered. A browser-based “dashboard” with
gauges can be used to show how the organization performs on an ongoing basis. As users tap different categories

- of information, new and updated information is automatically pushed to their desktop, phone, fax, and wireless
devices. Users can modify their data warehouses and decision-support tools to meet changing mformatlon needs.
BI products include:

©  Analytical Foundation
~ ©. Business Intelligence Data Marts

©  Data Extraction, Transformation, and Loading

Collaboration and Integration—J.D. Edwards collaboration and integration products help companies
change their collaborative commerce strategy over time, as their business needs. evolve. Collaboration and
Integration includes Extended Process Integration, or XPI™, our nnddleware offenng XPI allows companies to
collaborate with multiple supphers ctstomers - and business partners by linking’ d1sparate systems and
applications. XPI also readies organtzanons for' Web sérvices technology. We offer a library of pre-built
Extended Business Processes, inter-application and. inter-enterprise processes that cross proprietary application
boundaries to connect business activity over the Internet. In"addition, we market Content Manager, a content
creation and change management application that helps users create, manage, and distribute text-based multi-
language content across an organlzatton s entire global operation. Products include:

o J.D.. Edwards Portal e o ‘ o Inter-enter‘prisé XPI
0. 'C’ontent Manager - L . © Extended Business Processes
o Content Manager for Implementation o Integrators

.. © EnterpnseXPI oL .- © l,Adaptors

Tools and Technology—The tools and, technology in J. D Edwards 5 provide the 1nfrastructure for our
collaborative enterprise applications and facilitate development, deployment, and maintenance. In-September 2002,
we announced our intent to standardize J.D. Edwards 5 applications. on IBM’s infrastructure technology. . The
integration with IBM’s WebSphere Application Server and Portal—with embedded security, Lotus® collaboration
tools, and DB2/UDB—leverages. open, industry-standard. technologies. The pre-integration gives customers lower
total cost of ownership over time, ease of use, rapid 1mplementat10n easier integration and maintenance, and portal-
based accessibility: Qur toolset helps businesses understand, implement; use, and change J.D. Edwards software to
keep their technology infrastructure in step with changing requirements. The toolset includes:

© - System Management Quick Start . .. .. 0.« Authonng for Web-Based Tramrng
©  Solution Modeler S o » Web Based Courseware '
®  Autopilot o B Custom Documentation Tool




Our Services

Our services groups strive to promote present and future customer success through timely, high-value
professional service and support. We provide a variety of services that help customers implement and adapt our
software to their operations, learn how to use the applications, and help the internal value of their technology
investments appreciate over time. Our services revenue is derived from consulting, education, and software
maintenance and support. Total services revenue was 59%, 70%, and 75% of total revenue for the fiscal years
ended October 31, 2000, 2001, and 2002, respectively,

Consulting—Based on 25 years of experience and industry-leading practices, our consultants use a flexible
methodology and tools to implement our applications to meet customers’ current and emerging needs. We offer a
variety of consulting services to customers including the following:

® Implementation services for the design and deployment of our enterprise systems
® Integration services that connect disparate systems within and between companies

@ Technology services that assist with the IT infrastructure and advanced technologies to keep our
customers’ systems working well

e  Global enterprise services that help plan and manage complex, multi-site implementations

®  Optimization services that help enhance the performance of applications, plan a new IT project or
extend systems to additional areas of operations

In addition to our direct consuiting staff, we subcontract a portion of our consulting services to business
partners. We also utilize business partners to support our international operations or provide services in countries
where we do not have direct operations.

We also maintain alliances with leading consulting companies that contract directly with our customers to
provide technology and application implementation support, offering expertise in business process reengineering
and knowledge in diversified industries. These partner alliances include leading consulting and integration firms
such as Accenture, Cap Gemini Emst & Young, and IBM Global Services.

Education—We offer comprehensive courses at all levels for our entire software product line and provide
expert instructors to teach executives, project teams, end-users, and our business partners. The training options
are flexible in order to accommodate customers’ constraints and needs. Also available are personalized training
programs using distance learning and other means to improve productivity and encourage self-sufficiency, as
well as process flow training to help customers understand not only how our software works but how it interacts
with and affects various areas of their operations.

Support—We offer annual maintenance plans to customers that license our software. Customers choose
among support options based on their size, systems complexity, in-house resources and budgets. Our four levels
of support plans—Bronze, Silver, Gold, and Platinum—are designed in recognition of diverse needs among
customers and are aimed at making sure our customers get the maximum benefit from their mission-critical J.D.
Edwards applications. Certain of our services are available around the clock-—24 hours a day, each day of the
week. Support services for the users and administrators of our software applications include access to software
updates and such options as 24x7 customer Web portal self-service suppert; Web discussion groups; 24x7
telephone support coverage; remote diagnostics; and monthly activity reports. Additionally, our support
customers may elect to purchase a premium level of service that includes access to our senior consulting
resources, choosing among the following offerings:

®©  Dedicated account manager—Acts as single point of contact, available on a daily basis to ensure
resolution of all maintenance support issues ‘

® Corporate executive sponsor—TFacilitates board-level engagements through twice-yearly visits or
communications




"0 Consulting services engagement manager—Provides local account representation at: steermg committee
meetings, project planmng, and coordmanon -

© Global enterprzse manager——Serves as; a worldwide, smgle point of contact and advocate for our large
global customers )

Software Englneerlng

Our software engineering group develops integrated, flexible “applications. This approach supports our
business goals of delivering software packages that allow rapid customer deployment and a quick time-to-value:
Areas of concentration ‘continue to' be enterprise resource planning, customer relationship management, supply
chain management, supplier relationship management, and business intelligence apphcat1ons as well as
collaboration and 1ntegrat10n and the tools and technology underlymg our solut1ons . T

We - have 1nvested and expect to. continue to invest substant1al resources in research and product
development. Our development process is enhanced by frequent solicitation of customer feedback and close
contact with customers through our services organizations. Including capitalized internally developed software
costs, software purchased from third parties and outsourced development, research and development
expenditufes were $160.3 million, $138.2 million and $145.1 million for the fiscal years ended October 31, 2000,
2001, and 2002, respectively. Of these total amounts, the third-party product rights and outsourced development
costs weré $31.4 million, $9.1 million, and .$3.3 million for.the fiscal years ended.October 31, 2000, 2001, and
2002, respectively. As of October 31, 2002, our software engineering organization had. 1,274 employees, the
majority of whom were located in Denver. We also have development centers in Chicago, Toronto, and
Charlotte. In addition, we recently implemented an initiative to expand our software engineering operatlons with
an outsourcing arrangement in India. : :

Durmg fiscal 2002, we.devoted software engmeenng TESoUrCes prlmanly to major enhancements and new
products associated with the J. D. Edwards 5 solution family. In addition to our own research and development
activities, we outsourced the development of software and acqu1red source code rights for certain enterprise
interface applications and other embedded technology

By forming relationships with other orgamzanons we are better able to manage mtemal software
engineering resources and offer our customers a broad spectrum of products and services. Our technology and
product alliance partners provide us and our customers with compatible products and téchnology: For example, in
September 2002, we announced our intent to standardxze J.D. Edwards 5 applications on IBM’s infrastructure
technology, or middleware.

Our software applications are developed and enhanced using OneWorld, WorldSoftware, and other toolsets.
We believe the use of these toolsets provides such advantages’as increased product1v1ty, code consistency, and.
1mpr0ved quality. Our development technologies group is responsible for the development of toolsets and the
underlying technolog1es of our software. The WorldSoftware technology team concentrates pnmanly on
maintaining the toolset and underlying technologies for WorldSoftware.

Application development teams use the toolsets created by the development technologies group to create
and enhance application modules. These software engineers are responsible for developing, enhancing, and
mamtammg appl1cat10ns and for integrating our software across the entire J.D. Edwards 5 product family. We
provide ‘toolsets 1o enable application programming in ‘a write-once, deploy-on-multiple-platforms-and-
technologies manner. Our focus on developing browser-based solutions facilitates this process.

Sales, Maﬂ(etlng and Distribution

v

-We market and license our products worldwide through our direct sales and marketing erganizations and our
business partner channels. We have software distribution centers in the United States and Ireland. Our marketing
strategy is two-pronged: create greater brand awareness of J.D. Edwards -among all -valued constituents and
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stimulate demand for software and services for specific vertical and segment markets in key geographies
worldwide. In support of this strategy we engage in a variety of corporate, product, or industry-focused
campaigns that include advertising, public relations, industry analyst relations, direct mail, Web-based
marketing, trade shows, telemarketing, and collateral materials. In marketing our solutions, we frequently engage
in a lengthy sales cycle of up to 18 months and expend substantial time, effort, and resources educating
prospective customers on the long-term value of investing in our software and services.

We market to defined vertical markets and sub-segment categories in the manufacturing and distribution,
project and service oriented, and asset-intensive industries. In North America we market primarily through direct
channels. In Europe, the Middle East, and Africa, we use both direct and indirect channel resources. In several
countries in Latin America and Asia, as well as certain other geographic areas, we primarily use indirect
channels. We also use indirect channels to reach certain specific market segments, including smaller customer
prospects. As of October 31, 2002, we employed 266 direct account executives, and we had 18 United States
offices, 40 international offices, and reseller and distributor partners with offices throughout the world.
International revenue as a percentage of total revenue was 35%, 36%, and 37% in the fiscal years ended October
31, 2000, 2001, and 2002, respectively. We license our software to customers under perpetual licenses. Our
services are offered and priced separately.

Our business partner programs include strategic partnerships with hardware platform manufacturers,
operating systems vendors, software and database developers, resellers, and system integrators that complement
our software and services. Our alliances range from large global technology and consulting firms to small
organizations in places where we do not have a direct presence.

All partners must meet specific minimum requirements, including revenue commitments, references,
technical support, minimum technology investments, financial commitments, business plans, demonstrated
ability to work with our other partners, and other requirements depending on the type of partnership. We have
introduced programs to help our partners become more successful and to open new markets not currently served
by us directly. Qur business partner relationships consist of the following groups:

& Consulting alliances ®  Product alliances
@  Service partners & Managed application services partners
® Technology alliances e  Channel partners

Customers

Currently, we have approximately 6,600 customers. Our installed base of customers is widespread
geographically and highly diversified in terms of size and industry groups represented. Customers use our
software at nearly 10,000 sites in more than 110 countries. During each of the last three fiscal years, no customer
accounted for more than 10% of total revenue.

Competition

J.D. Edwards competes in the enterprise software solutions market, with distinct competencies in enterprise
resource planning, customer relationship management, supply chain management, supplier relationship
management, and business intelligence applications, collaboration and integration, and tools and technology
solutions. Our products are designed and marketed for multiple platforms, including IBM eServer iSeries, NT
and UNIX, including use over the Internet. This market is highly competitive, subject to rapid technological
change, and significantly affected by new product introductions. We have expanded our technology into a
number of new business areas to foster long-term growth, including CRM and Web-based technologies. In
addition, we have entered into and invested in a number of strategic partnership relationships in these same areas.
These markets present different competitive factors than the traditional enterprise software market.
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We compete with many software vendors offering software products as well as with suppliers that develop
custom business apphcatron software. Our compentors include:

e

ERP ‘software vendors such as Oracle Corporation, SAP AG, PeopleSoft Inc., Intentia, IFS, and

“Microsoft Business Solutions—each of Wthh currently offers enterprise software solutions that

compete with our products

SCM software vendors, including i2 Technologies, Inc. and Manugistics Group, Inc.

CRM:software vendors, including Siebel Systems, Inc;, PeopleSoft Inc:, Oracle Corporation, SAP AG,

and Microsoft Business Solutions

~ Other business applicatior‘r s}of‘twar_e ,vendorsv that may broaden their product offerings ‘by 'mterually‘

developing, acquiring, or partnering with independent developers of advanced planning and scheduling
software

Custom-developed business apphcauons software developed by systems consulting groups and IT

* departments of potential customers

We must operate profitably while competing against companies that may have greater financial, technical;
or marketing resources. Some competitors have become more aggressive with their payment terms, discounting
practices, and service arrangements, thus making total cost of ownership and product differentiation more
important. Moreover, several of our competitors have well-established relationships with our current or potential
customers. These relationships could prevent us from competing effectively in divisions or subsidiaries of such
customers. Many of our competitors also offer vertical appllcauons to mid-sized organizations, a market where
we earn a substant1al pomon of our revenue.

We believe our differentiation is in marketing and delivering solutions that enable collaboration, solve
customers’ most important business problems, and facilitate organizational change, including services that meet
market demands and customer expectations. We believe the -principal differentiating factors affecting the
competitive market for our software products are as follows:

(]

=

Total cost of ownership

Product flexibility and interoperability

Responsiveness to individual customer needs

| Product.functionality and colléborative capability

Industry knowledge

Abilrty to execute on-time, on-budget implementations
Product performance and features

Ease of use |

Quality of customer support

" Vendor and product reputation

Product quality and reliability

We beheve that we compete favorably with respect to the above factors. See “Rlsk Factors—-The enterprise
software market is highly competitive, and we may be unable to successfully-compete.”
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Proprietary Rights and Licensing

Our success depends, in part, on our ability to protect our proprietary rights. To protect these rights, we rely
primarily on a combination of patent, copyright, trade secret, and trademark laws; confidentiality agreements
with employees and third parties; and protective contractual provisions. See “Risk Factors—We have limited
protection of our proprietary technology and intellectual property and face potential infringement claims.”

Employees

As of October 31, 2002, we employed 4,954 people full time—1,274 in research and development, 1,099 in
sales and marketing, 1,347 in consulting and education, 544 in customer support, and 690 in management and
administration. We believe that our continuing success will depend, in part, on our ability to retain a limited
number of key employees and other members of senior management, as well as our ability to attract and retain
highly skilled technical, marketing, and management personnel who are in great demand. None of our United
States employees are represented by a labor union; however, in certain international subsidiaries, our employees
are represented by worker councils. We have not had a work stoppage, and we believe ‘that our employee
relations are good. See “Risk Factors—We depend to a significant extent on certain key personnel and our
continued ability to hire qualified personnel.”

Risk Factors

In addition to other information contained in this Annual Report on Form 10-K and in the documents
incorporated by reference herein, an investor should carefully consider the following risk factors in evaluating
our business because such factors currently have a significant impact or may have a significant impact in the
future on our business, operating results, or financial conditions.

Unfavorable general economic and market conditions could continue to adversely affect our business. As
a result of unfavorable general economic and market conditions in the United States and internationally, the
software industry continues to experience a significant slowdown, resulting in delayed customer purchases,
decreased product demand, price erosion, and layoffs. Although we have a diverse client base, we have targeted a
number of vertical markets, such as the manufacturing and distribution industries, which have also been
significantly impacted by the recent economic downturn. A continued economic downturn in general or in our
targeted vertical markets would have a material adverse effect on our business, operating results, cash flows, and
financial condition. In turn, this could affect our ability to secure additional financing or raise additional funds to
support working capital requirements and to maintain compliance with affirmative and negative covenants,
including certain defined financial covenants, in our existing financing arrangements.

Our quarterly operating results may be difficult to predict and may fluctuate substantially, which may
adversely affect our stock price. Our revenue and operating results have varied widely from quarter to quarter
in the past. We expect they will continue to vary significantly from quarter to quarter due to a number of factors,
many of which are outside our control, including the following:

® A significant number of our license agreements are typically completed within the last few weeks of
the quarter.

® Our sales cycle is relatively long and can vary as a result of expanding our product line and the
complexity of a customer’s overall business needs.

@ The complexity and size of license transactions can result in protracted negotiations.

® The effect of economic downturns and global political conditions may result in decreased product
demand, price erosion, work slowdowns and layoffs that may substantially reduce sales of licenses and
services.

® Customers may unexpectedly postpone or cancel anticipated system replacement or new system
implementation due to changes in strategic priorities, project objectives, budgetary constraints, internal
purchasing processes, Or company management.
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e Changes in our competitors’ and our own pncmg policies:and ‘discount plans may affect customer
purchasing patterns and decisions.. » -

© The number tlrrnng, and s1gn1ﬁcance of our competltors and our.own software product enhancements
" and new softwaxe product announcements may affect purchase decmons

Customers make a substantial capital investment when licensing our software. Potential customers spend
significant time. and resources to determine which software to purchase. Selling our products requires an
extensive sales effort because the decision to license software involves evaluation by a significant number of
customer personnel in various functional and geographic areas. We also have limited control over many aspects
.of our customer’s purchase decisions, such as which vendor a customer favors.or if the customer chooses to delay
or forego a purchase. Due to all of these factors, our sales cycle can range up.to 18 months. Since the sales cycle
is unpredictable, it is difficult to forecast, and therefore the number of sales and amount of revenue generated
from such sales vary from quarter to quarter. Prior sales and implementation cycles should not-be relied upon as
any indication of future cycles: The failure to complete one or more. large sales could have a material adverse
effect on our business, operatmg results or financial condition.

Our software products typically are shipped when we receive orders. Consequently, license backlog, if any,
in a quarter generally represents only a small portion of that quarter’s revenue, As a result, license fee revenue is
difficult to forecast due-.to its dependence on orders:received dnd shipped in that quarter. We also recognize a
substantial amount of our revenue in the last month of each quarter. Because many of our operating expenses are
relatively fixed,.a shortfall in anticipated revenue or delay in recognizing revente could cause our opérating
results to vary significantly from quarter to quarter and.could result in future operating losses. The timing of
large individual transactions. is also.difficult' for ‘us to.predict. In some’ cases, transactions have occurred in
quarters subsequent:to those anticipated by us. To the extent that one or more such transactions is lost or-occurs
later than we expected operatmg results could be adversely affected: R

- We historically have experiencedand expect to ‘continue to experience a high degree .of seasonality, with a
disproportionately greater amount of revenue for any fiscal year typically being recognized ini-our fourth fiscal -
quarter. Because our operating expenses are telatively fixed -in -the near term, our operating margins Have
historically been significantly higher in our fourth fiscal quarter than in other quarters, and -we expect this to
continue in future fiscal years. We believe that such seasonality is primarily the result of both the efforts of our
direct sales force to meet or éxceed fiscal year sales quotas and the tendency of certain customers to finalize
licensing contracts at or near our fiscal year end. First quarter revenue historically has slowed during the months
of November and December, and our total revenue, license fee'revenue, services revenue, and net results in the
first fiscal quarter historically have been weaker than those in the immediately preceding fourth quarter. Due to
the foregoing factors, we believe that quarter-to-quarter comparisons of our operating results might not be a good
indication of our future performance. It is likely that during some future -quarters we may not meet the
expectatlons of public market analysts or investors. In this event, the price of our common stock may fall, and an
1nvestment in our common stock may be matenally affected ' )

Our sdlés‘ forecasts may not consistently correlate to revenue in a particular qua'rte‘r' We use a plpehne
'system 4 common 1ndustry practice, to forecast sales and trends in our business. Our sales personnel monitor the
status of proposals to our custemers, such as the date when they estimate that a customer will make a purchase
decision and the potential dollar amount of the sale. These estimates are aggregated penodlcally to generate a
sales pipeline. We compare:this pipeline at various points in time to evaluate trends in our business. Although
this analysis provides some guidance in business planning and budgeting, these pipeline estimates are by their
nature speculative. Our pipeline estimates are not necessarily reliable predictors of revenue in a particular quarter
or over a longer period of time, partially because of changes in rates at which deals in the pipeline convert to
signed contracts that can be very difficult to estimate. The slowdown in the economy, domestically and
internationally, has caused and may continue to-cause customer purchasing decisions to be delayed, reduced in
amount or cancelled. A variation in the conversion rate of the pipeline into contracts, or in the pipeline itself,
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could cause us to plan or budget incorrectly, thereby adversely affecting our business or results of operations. In
particular, a slowdown in information technology spending or economic conditions can cause purchasing
decisions to be delayed, reduced in amount or cancelled, which would reduce the overall license pipeline
conversion rate in a particular period of time. Because a substantial portion of our license revenue contracts are
completed in the latter part of a quarter we may not be able to adjust our cost structure promptly in response to a
decrease in our pipeline conversion rate.

QOur future services revenue is dependent on our license contract activity, renewed annual maintenance
contracts by existing customers, and our ability to attract and retain key direct revenue-generating consulting
employees. Qur ability to maintain or increase services revenue primarily depends on our ability to increase the
number of our licensing agreements. Variances or slowdowns in licensing activity may impact our consulting,
training, and maintenance services revenue in future periods. Additionally, we historically have generated
additional revenue from corsulting services, renewed maintenance and licenses of products to our installed
customer base. The maintenance agreements are renewable annually at the option of the customers, and there are
no mandatory obligations to contract for additional consulting services or to license additional software. If our
existing customers fail to renew their maintenance agreements or purchase additional products or services, our
revenue could decrease.

An inability to attract and retain key direct revenue-generating consulting employees and/or price erosion in
the consulting market could have an adverse effect on our future services revenue. During fiscal 2000 and the
first half of fiscal 2001, we had fewer revenue-generating consulting employees and began to see a decline in
consulting revenue. In the last half of fiscal 2001, we reassigned existing employees to revenue-generating
consulting positions and increased the number of direct service engagements. As a result, consultant utilization
and revenue realization improved during the last half of fiscal 2001 and fiscal 2002, and consulting revenue and
margins began to improve. Additionally, in fiscal 2002, we initiated an incentive program for our account
executives to sell direct implementation engagements, which contributed to the improved utilization of our
consultants in fiscal 2002. In the future, we will continue to focus on improving consultant utilization and
revenue realization. There is no assurance that we will continue the direct service incentive program or that, if
continued, the program will be successful. In addition, there is no assurance that we can attract the appropriate
direct revenue-generating consulting employees or have sufficient resources available to perform the
implementation services ourselves.

Increases in services revenue as a percentage of total revenue could decrease overall margins and
adversely affect our operating results. We realize lower margins on services revenue than on license revenue.
In addition, services which we outsource to third parties generally yield lower gross margins than our service
business overall. As a result, if services revenue increase as a percentage of total revenue or if revenue from
outsourced services increases as a percentage of total services revenue, our gross margins will be lower, and our
operating results may be adversely affected. .

The enterprise software industry is highly competitive, and we may be unable to successfully compete. We
compete for customers with a variety of software vendors, including Internet application vendors in the enterprise
application software market segment, vendors in the manufacturing software .application market segment,
vendors in the resource optimization software solutions market segment, providers of financial management
systems software products, vendors in the CRM market segment, and numerous small firms that offer products
with new or advanced features. Gur competitors include:

® ERP software vendors such as Oracle Corporation, SAP AG, PeopleSoft Inc., Intentia, IFS, and
Microsoft Business Solutions, each of which currently offers emnterprise software solutions that
incorporate applications that compete with our products

®  SCM vendors, including i2 Technologies, Inc. and Manugistics Group, Inc.
® CRM software vendors, including Siebel Systems, Inc., PeopleSoft, Inc., Oracle Corporation, SAP AG,

and Microsoft Business Solutions, that have a larger installed base of customers than we do
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- @  Other business application software vendors that may broaden their product offerings by internally
- developing, or by acquiring ‘or partnermg with mdependent developers of - advanced planmng and
scheduling software ' : ,

e Custom- developed business apphcanons software vendors such as systems consulting groups and IT
_ departments of potential customers

R

Some of our competrtors may “have an advantage OVer us due to their significantly greater name recognition
and ﬁnancral technical, marketmg, and other resources and economies of scale, or their larger installed base. In
addition, Oracle Corporation is a competitor whose relational database management system underlies a portion of
our installed applications. Some competitors have become more aggressive with their payment terms, d1scountmg
practices, and service arrangements, which makes product differentiation even more important. If competitors
offer more favorable payment terms, discounting practices, contractual 1mplementatron terms, or product or
service warranties, or if they offer product functionality that we do not currently provide, we may need to lower
prices or offer other favorable terms in order to'comp'ete successfully. Any such changes would be likely to reduce
margins and may adversely affect operating results. Add1t1onally, several of our competitors have well-established
relanonsh1ps with our current or prospective customers. These establrshed relatronshrps might prevent us from
competmg effectrvely to sell our products or’ services, to such customers. Many of our competitors also have
announced their intention, or have begun to offer vertrcal apphcatrons to rmd sized organizations, which is the
market that comprises a substantial portion of our revenue. A consolidation within the market by one or more of ‘
our competrtors could substantially impact our abrlrty to compete effectively within the market.

_ We may be unable to compete effectrvely 1f our 1mplementat1on process is lengthy or if we are forced to
offer a significant number of fixed-price service contracts. A lengthy implementation process could result in
' customer d1ssat1sfactton or damage to our reputation. Our software is complex and affects many different
business functions across various functional or geographic areas of an enterprise. This can result in a complex -
and lengthy implementation process.. The implementation processrequires the' involvement of significant
customer resources and can also result in significant risks to the customer. Delays in implementation by our
business partners or by us may result in customer dissatisfaction, resulting in litigation and damage to our
reputatron This could materrally affect our revenue or businéss. Further, we offer a combination of software,
implementation, -and support services to our customers. We typically enter into service agreements with our
customers to provide consulting and implementation services on a time and materials basis. We have, from time
to time, entered into fixed-price servicé contracts with certain of our customers. These types of arrangements
require that we meet-certain milestones prior to billing for services. In addition, these arrangements require that
reasonably estimate the total hours required from the outset of the contract to completion. Changes in these
estimates may result in losses that could adversely impact our results of operations. We believe that such fixed-
price service contracts may be offered more frequently by our competitors to differentiate their products and
services: As a result, we may be forced to enter into more of these contracts. We can offer no assurance that we
-can successfully. complete these contracts .on budget in the future or that our inability to do so. would not have a
material adverse effect on our business and ability to effectively compete in the market. ~ . .

The markets in which we compete experience rapid technological change, and we face risks associated with
new versions and products and defects that could materially affect our business and revenue. The software
market, in which we compete is characterized by rapid technological change, evolvrng mdustry standards,
changes in customer requirements, and frequent new product introductions and enhancements. For instance,
existing: products can' become obsolete -and unmarketable - whén products utilizing new - technologies are
introduced or new industry standards emerge. As a result, the life cycles of our software products are difficult to
estimate. To be successful, we must be able to enhance existing products, develop and introduce new products
that keep pace with technological development, satisfy -Gur customers’ requirements, and “achieve market
acceptance. There can be no assurance that we will successfully identify new product opportunities, develop and
bring new products to the market in a timely and cost-effective manner, or that products, capabilities, or
technologies developed by our:competitors will not render our products obsolete. We have addressed the need to
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develop new products and énhancements primarily through internal software engineering efforts, licensing third-
party technology, and acquiring technology. However, if we are unable to develop new software products or
enhancements, or if we cannot acquire the necessary technology—or if such products do not achieve market
acceptance—our business, operating results, or financial condition may be materially adversely affected.

Historically, we have issued significant new releases of our software products periodically, with minor
interim releases issued more frequently. As a result of the complexities inherent in our software, major new
product enhancements and new products often require long development and testing periods before they are
released. We have occasionally experienced delays in the scheduled release date of new and/or enhanced
products, and we cannot provide any assurance that we will achieve future scheduled release dates. The delay of
product releases or enhancements, or the failure of such products or enhancements to achieve market acceptance,
could materially affect our business and reputation.

Software products as complex as ours frequently contain undetected errors or “bugs” when first introduced
or as new versions are released. Despite extensive testing, some bugs are not discovered until the product has
been installed and used by our customers. There can be no assurance that any errors will not result in the delay or
loss of revenue, diversion of software engineering resources, material non-monetary concessions, negative media
attention, or increased service or warranty costs as a result of performance or warranty claims. Errors ¢ould lead
to customer dissatisfaction, resulting in litigation, damage to our reputation, and impaired demand for our
-products.

Acquisitions and investments present many risks, and we may not realize the financial and strategic goals
that were contemplated at the time of any transaction. We acquired several businesses during the past four
fiscal years. In addition, we have acquired product source code rights to help broaden and strengthen our product
portfolio. The success of our acquisitions is subject to many risks, including the following:

®  We may find that the acquired company or assets may not further our business strategy or that we paid
more than the company or assets are worth.

®  We may encounter difficulties integrating acquired software with our existing products and services.
& We may experience difficulties integrating the operations and personnel of the acquired businesses.
€  We may experience difficulties in retaining and motivating personnel from the acquired business.

© We may encounter difficulties training our existing sales force on new product functionality and sales
techniques. :

® We may assume product liability or intellectual property liability associated with the sale of the
acquired company’s products.

© Our ongoing business may be disrupted by transition or integration issues, and our management’s
attention may be diverted from other business concerns.

_®  We may have difficulty maintaining uniform standards, controls, procedures, and policies.

© The acquisition may result in litigation from terminated employees or third parties who believe a claim
' " against us would be valuable to pursue.

®. Our due diligence process may fail to identify significant issues with product quality, product
- architecture and legal contingencies, among other matters.

‘We have integrated the operations and have made progress with market acceptance of the products from our
completed acquisitions. However, there can be no assurance that we will realize the full benefits that we
anticipated from these or any future acquisitions. Our failure to successfully gain market acceptance of these
products or to gain market share could seriously harm our business, operating results, and financial condition.
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In addition, we may make future acquisitions or enter into other agreements that may not be-successful. We
may acquire additional businesses, products, and technologies—or enter into joint venture arrangements—that
could complement or expand our business. Management’s negotiations of potential acquisitions or joint ventures,
and management 8 1ntegrat1on of acquired businesses, products, or technologies, could divert their time and -
resources. Future acquisitions could include the issuance of dilutive equity securities or cause us to incur debt,
contingent liabilities, additional amortization charges from intangible assets, asset impairment charges, or write-
off chiarges for in-process research and development and-other mdeﬁmte lived intangible assets that could 1mpact

our ﬁnan01al condition and operating: results : S

The results of our recent expansion into new business areas and partnerships, our alignment around certain
technologies, and our offshore development initiative are uncertain and may not be successful. We recently
expanded our technology into a number of new business areas, including the areas of CRM, collaborative
commerce, or c-commerce, and Internet computing. We also recently entered into an agreement with IBM to
standardize our J.D. Edwards 5 applications on IBM’s infrastructure technology; or “middleware.” These areas
are relatively new ‘to both our software engineering and sales and marketing personnel. There can be no
assurance that we will compete effectively or generate significant revenue in these new areas or that we will be
able to provide a product offering that will satisfy new customer demands in these areas. In addition, we utilize
Java 2 Enterprise Edition, or J2EE, as a foundation underlying many of our software products. A realignment of
our infrastructure or foundation technologies in the future could negatively impact software engineering costs,
which, in turn, could adversely affect our revenue. The success of Internet computing and, in particular, our
current Internet product offering ‘is difficult to predict because this area of computing represents technology that
is relatively new to the entire software 1ndustry In addition, we have mvested in a number of partnership
relationships in these areas where we may not realize the value equal to our initial investment. For example,
during fiscal 2001, we reviewed our business alliances and exited cértain reseller arrangements for which prepaid
royalty balances existed. During fiscal 2001 we wrote off $20.6 million in prepaid royalties associated with these
third- -party product arrangements; There can be no guarantee that we will be dble to effectively provide a product
offermg or sell the products we have developed through or with our partners. Accordmgly, we could lose a
significant amount of the investments we have made in such partnerships. In addition, we recently’ implemented
an initiative to expand our software engineering operations ‘with an outsourcing arrangement in India. There can
be no assurance that our software engineering operations will not be impacted ‘negatively by potentially volatile
economic or political conditions in India. If our expansion into these new business areas, our relationships with

price could be materially affected.

Our continued growth dépends on.our ability to. develop and maintain our third- pariy relationships. To
enhance our sales, marketing, and customer service efforts, we have established relationships with a number of
third parties, including consulting and system integration firms, hardware suppliers, database, operating system,
and other independent software vendors. Many of these third parties also have relationships with one or more of
our competitors and may, in some instances, select. or recommend the software offerings of our competitors
rather than our software. In addition, certain of these third parties compete with us directly in developing and
marketing enterprise software applications.. If we are unable to maintain or expand our relationships with the
third parties that recommend; implement, or support our software, our revenue may be materially affected.

We depend on third-party technology that could result in increased costs or delays in the production and
improvement of our software offerings. We license numerous critical third-party software products that we
incorporate into.our own software products. If any of the third-party software vendors were to change their
product offerings or terminate our licenses, we-could incur additional software engineering costs to ensure
continued -performance of our products. In addition, if the cost of licensing any of these third-party software
products mgmﬁcantly increases, our gross margins could 51gn1ﬁcantly decredse. : :

In sOme cases, we rely on existing partnerships with other software. vendors who are also competitors. If
these vendors change their business practices in the future, we may be compelled to find alternative vendors with
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complementary software, which may not be available on attractive terms, or may not be as widely accepted or as
effective as the software provided by our existing vendors.

Market acceptance of new platforms and operating environments may require us to undergo the expense of
developing and maintaining compatible product lines. Qur software products can be licensed for use with a
variety of popular industry standard relational database management system platforms. There may be future or
existing relational database platforms that achieve popularity in the marketplace and that may or may not be
architecturally compatible with our software product design. In addition, the effort and expense of developing,
testing, and maintaining software product lines will increase as more hardware platforms and operating systems
achieve market acceptance within our target markets. Moreover, future or existing user interfaces that achieve
popularity within the business application marketplace may or may not be architecturally compatible with our
current software product design. If we are unable to achieve market acceptance of new user interfaces that we
support, or adapt to popular new user interfaces that we do not support, our sales and revenue may be adversely
affected. Developing and maintaining consistent software product performance characteristics across all of these
combinations could place a significant strain on our resources and software product release schedules, which
could adversely affect revenue and results of operations. If we are not able to maintain software performance
across accepted platforms and operating environments, our license and services revenue could be adversely
affected.

Our restructurings could result in distractions or loss of business. We underwent restructurings in fiscal
2000 and fiscal 2001 involving, among other things, a substantial reduction in our worldwide workforce.
Additionally, in fiscal 2002 we continued to make changes in our business structure, which resulted in minor
reductions in workforce. There can be no assurance that, in the future, we will not reduce or otherwise adjust our
workforce or that the related transition issues associated with such reductions will not be incurred again. This
uncertainty could result in a lack of focus and reduced productivity by our remaining employees, including those
directly responsible for revenue generation, which in turn may affect our revenue in the future. In addition,
employees directly affected by the reductions may seek future employment with our business partners,
customers, or even our competitors. Although all employees are required to sign a confidentiality agreement with
us at the time of hire, there can be no assurances that the confidential nature of our proprietary information will
be maintained in the course of such future employment.

We depend to a significant extent on certain key personnel and our continued ability to hire qualified
personnel. Our success depends, to a significant extent, on a limited number of members of our senior
management and other key employees. The loss of one or more of our key employees could result in a material
adverse effect to our business. We have recently made significant changes in our executive and management
teams, and there can be no assurance that these changes will be successful. Additionally, we do not maintain key-
man life insurance on our chief executive officer or other key personnel.

Further, we believe that our future success will depend in large part on our ability to attract and retain highly
qualified and seasoned directors for our board, as well as our ability to attract, train, motivate and retain highly
skilled managerial, technical, sales, and marketing personnel. There can be no assurance that we will not have
difficulty attracting or retaining skilled employees as a result of a perceived risk of future workforce or salary or
benefit reductions or for other reasons. Moreover, employment candidates may demand greater incentives than we
currently offer in connection with their employment. We may grant stock options or other stock-based awards to
attract and retain personnel, which could dilute our existing stockholders. The volatility or lack of positive
performance of our stock price may adversely affect our ability to retain or attract employees. In addition, a number
of persons within our software engineering organization are citizens of other nations and are working in the United
States under the federal H-1B visa program. A change in or elimination of the H-1B visa program could negatively
impact our ability to hire or retain qualified personnel to perform software translation functions essential to our
ability to sell our software internationally, which in turn would negatively impact our ability to perform these
services in a cost-effective manner. The failure to attract, train, retain, and effectively manage employees could
increase our costs, hurt our development and sales efforts, or cause a degradation in the quality of our customer
service and could have a material adverse effect on our business, operating results, or financial condition.
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We periodically have realigned our sales and consulting teams, which can be disruptive. 'We continue to
rely heavily on our direct sales and consulting teams. Effective in fiscal 2003, we sharpened our focus along
industry lines, which resulted in a realignment in certain areas within our organization. We have established
industry groups, and this verticalization initiative will further focus our go-to-market strategy and make us more
responsive to. the industry-specific challenges ¢onfronting our diverse.base of customers. In past.years, we have
also realigned or made other adjustments to our sales and consulting teams in response to factors such as
management changes, product changes, performance issues and other internal considerations. Changes in the
structure of these teams have generally resulted in a temporary lack of focus and reduced productivity that may
have affected revenue in one or more quarters. Future realignment of our sales and consulting teams may result
in similar trangition issues and may have a negative impact on revenué in one or more quarters. .

We continue to derive a large portion of our total revenue from customers who use the IBM iSeries
platform. We continue to be dependent on customers using our software products on the IBM iSeries platform.
Although the percentage of our revenue from the iSeries declined during ‘fiscal 2001 and 2002, a significant
portion of our installed base of customers continues to use our software on the iSeries platform. We will continue
to offer enhanced software products for. and maintain a focus on the iSeries market, but there is no guarantee that
our customers will license, or purchase support contracts for, these enhanced software products. If our efforts to
maintain a focus on the iSeries market are unsuccessful and if we lose installed-base customers or iSeries market
share, we may suffer material adverse effects to our revenue and business. In addition, there can be no assurance
that new technologies developed and marketed by our competitors will not erode our product differentiation or
render our iSeries products obsolete, whereby our revenue and business could be materially adversely affected.

Our international operations and sales subject us to various risks associated with growth outside the United
States. We market and license our products in the United States and internationally, and we derive a substantial
portion of our revenue from customers outside the Umted States. Cur mternanonal operations are subject to a
variety of risks, including:

®  General economic and political conditions in each country or region

@ - Compliance with international laws and regulatory requirements, including impdrt and export licensing
_ regulations, trade restrictions, and changes in tariff rates

~ ©  Reduced protection for intellectual property rights in some countries

@  The potential exchange and fepatriation of foreign earnings

‘e  Costand sourcing issues suirounding localization and translation of products
©  Difficulties in staffing and managing international operations
e Difficulties in collecting accounts receivable and longer collection periods

'Due to the volatile business and economic conditions in international markets, we continue to closely
monitor our investments in international areas to ensure that such opportunities are deemed appropriate and are
- consistent with our overall future growth strategies. We have incurred operating losses in a.number of geographic

areas for certain periods, including Asia and certain European countries. With our worldwide performance
‘continuing to be negatively affected by certain economic conditions, risks associated with these international
investments may not be mitigated by the broad geographic diversity of our customers. As a result, our
investments in some international areas have had, and may continue to have, a material negative impact on our
future financial condition and results of operations. Our success in expanding our international operations
depends, in part, on our ability to anticipate and effectively manage these and other risks, some of which are out
of our control: We cannot guarantee that these or other factors will not matenally adversely affect our business,
operating results, or financial condition.

A signiﬂcant portion of our revenue is received in currencies other than U.S. dollars, and, as a result, we are
subject to risks -associated with foreign exchange rate fluctuations. The net effect from changes in the value of
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major foreign currencies relative to the U.S. dollar and their effect on our consolidated total revenue were
immaterial during fiscal 2000 and fiscal 2001. Foreign exchange rates may adversely affect our total revenue
throughout fiscal 2003 if the U.S. dollar strengthens relative to foreign currencies: There can be no assurances
that we will be able to successfully address these challenges in the near term. Included in other income and
expense were net foreign exchange transaction losses of $422,000 and gains of $742,000 and $50,000 in fiscal
years 2000, 2001, and 2002, respectively. Due to the substantial volatility of foreign exchange rates, there can be
no assurance that our hedging activities will effectively limit our exposure or that such fluctuations will not have
a material adverse effect on our business, operating results, or financial condition.

QOur stock price is volatile, and there is a risk of securities litigation. The trading price of our common
stock has, in the past, and may, in the future, be subject to wide fluctuations in response to factors including, but
not limited to, the following:

& Quarterly variations in our results of operations or those of our competitors that fail to meet the
expectations, published or otherwise, of the investment community

& Reduced investor confidence in equity markets, due in part to recent corporate collapses
® Changes in recommendations or financial estimates by securities analysts
®  Speculation in the press or analyst community

®  Wide fluctuations in stock prices, particularly with respect to the stock prices for other technology
companies -

® Changes in our revenue and revenue growth rates as a whole or for specific geographic areas, business
units, products, or product categories '

e Conditions and trends in the software industry in general

&  Changes in economic and market conditions either generally or specifically to particular industries
® Changes in interest rates

& Changes in investors’ beliefs as to the appropriate price-earnings ratios for us and our competitors

®  Announcements of technological innovations or new products or product enhancements made by us or
our competitors '

& Developments with respect to our or our competitors’ patents, copyrights, or other proprietary rights
® Changes in management

® Rumors or dissemination of false and/or.misleading information, particularly through Internet chat
rooms, instant messaging, and other rapid-dissemination methods

®  Adoption of new accounting standards affecting the software industry

. ® Domestic or international terrorism

Fluctuation in the price of our common stock may expose us to the risk of securities class-action lawsuits.
Defending against such suits has in the past and could in the future result in substantial cost and divert
management’s attention and resources. In addition, any settlement or adverse determination of such lawsuits
could subject us to significant liability. There can be no assurance that there will not be lawsuits in the future.

We have limited protection of our proprietary technology and intellectual property and face potential
infringement claims. Our success depends, in part, on our ability to protect our proprietary rights. To protect
our proprietary rights, we rely primarily on a combination of patent, copyright, trade secret, and trademark laws;
confidentiality agreements with employees and third parties; and protective contractual provisions such as those
contained in our license agreements with consultants, vendors, partners, and customers. We currently have nine
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U.S. patents, one Canadian patent;- and one Japanese patent directed to various raspects of our software
application suites. We pursue the registration of certain of our.trademarks and service marks in the United States
and in certain other:countries. However, the laws of some foreign countries do not-protect propnetary rights to
the same extent as do.the laws 'of the United States, and effecuve patent copyright, trademaxk and trade-secret
protection may not be available in.other Jurlsdlctlons

We generally enter into conﬁdemiality or license agreements with our employees, customers, -consultants,
and vendors. These agreements control access’ to-and distribution of our software,” documentation, and other k
proprietary information. Despite our efforts to protect our proprietary rights, unauthorized parties may copy
aspects of our products, obtain and use information that we regard as proprietary, ‘or develop similar technology
through reverse engineering or other means: Additionally, through the use of an escrow arrangement, we have
granted many of our customers a contingent future right to use.our source code solely for-internal maintenance
services. If our source code is accessed through the escrow, the likelihood of misappropriation or other misuse of
our intellectual property may increase. Preventing or detecting unauthorized use of our products. is difficult.
There can be no assurances that the steps we take will prevent misappropriation of our technology or that-our
license agreements will be enforceable. In addition, we may resort to litigation to enforce our intellectual
property rights, to protect our trade secrets, to determine the validity and scope of others’ proprietary rights, or to
defend against claims of infringement or‘invalidity in the future. Such litigation could result in significant costs
or the diversion of resources. Th1s could materially adversely affect: our business, operatmg results, or financial
condition. ' :

We- generally license our products to end users through standard license agreements. Each ‘agreement is
negotiated .individually and may contain variations. We also license our -products to independent third-party
distributors with a right to sub-license. Although we establish the conditions under which our, products are
Jlicensed by our distributors to end users, there can be no assurance that our-distributors do not-deviate from such
.conditions. .

We may receive. notice of clairns of infringement of other parties’ proprietary rights in the normal course of
business. Although we do not believe that-our products infringe on the proprietary rights of third. parties, we
cannot guarantee that such infringement- or- invalidity claims will not be asserted or prosecuted against us.
Defending such claims, regardless of their validity, could result in significant costs and: diversion of resources.
Such assertions or defense of such claims may materially and adversely affect.our business, operating results, or
financial condition. In addition, such assertions could result in injunctions against us. Injunctions that prevent us
from distributing our products would have a material- adverse effect.on our business, operating results, and
financial condition. If such claims are assertéd against us, we may seek 1o obtain a license to use such intellectual
property rights. There can-be no assurance that such a license would be available on commerc1a11y reasonable -
terms. : S . : :

We also rely on certain technology that we:license from third parties, including software that is integrated
with our internally. developed software, There can be no assurance that these third-party licenses will continue to
be available.to us on commercially reasonable terms. The loss of, or:inability to maintain; any of these licenses
would result in delays or reductions in-product shipments until. we could 1deqt1fy, license, or develop and
integrate equivalent technology. Any such delays or reductions in.‘product shipments would materially and
adversely affect our business, operating results, or financial condition. Although we are generally indemnified by
third parties against claims that such third parties’ technology 1nfnnges on the proprietary rights of others, such
indemnification is not always available for all types of intellectual property Often such third-party indemnifiers
are not well capitalized and may not be able to mdemmfy us in. the event that their technology infringes on. the
proprietary. rights of others. As a result, we. may face substantial exposure in the event that technology licensed
from-a third party mfnnges on another party’s proprietary rights. We currently do not maintain liability insurance
to protect against this risk. There can be no assurance that such infringement claims will not be asserted against
us or that such claims would not materially affect our business. Defending such mfrmgement claims, regardless
of their validity, could result in significant cost and d1vers1on of resources. . . -
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We sometimes incorporate “open source” or “shareware’ code developed by third parties into our software
products. While the functionality of all such code is thoroughly tested before going into our products, the origins
of the code are sometimes difficult to determine, and open source or shareware code is often obtained under a
license that disclaims all warranties and provides for no maintenance or support. The risks of using such code
include possible liability for infringing the intellectual property of third parties, possible liability for undetected
viruses, and potential maintenance and support problems. In addition, if these problems were to arise, it is
possible that we could be forced to incur additional royalty obligations and/or incur the expense of developing
“work around” code to maintain the functionality of our products.

We face risks associated with the security of our products. "We have included security features in certain of
our Internet browser-enabled products that are intended to protect the privacy and integrity of customer data.
Despite these security features, our products may be vulnerable to break-ins and similar problems caused by
Internet users. Such break-ins and other disruptions could jeopardize the security of information stored in and
transmitted through the computer systems of our customers. Break-ins include such things as hackers bypassing
firewalls and accessing confidential information. Addressing problems caused by such break-ins may have a
material adverse effect on our business.

Although our license agreements with our customers contain provisions designed to limit our exposure as a
result of the defects listed above, such provisions may not be effective. Existing or future federal, state, or local
laws or ordinances or unfavorable judicial decisions could affect their enforceability. To date, we have not
experienced any material outcomes with respect to such product liability claims, but there can be no assurance
that this will not occur in the future. Because our products are used in essential business applications, a
successful product liability claim could have a material adverse effect on our business, operating results, and
financial condition. Additionally, defending such a suit, regardless of its merits, could entail substantial expense
and require the time and attention of key management.

Terrorist activities or resulting military actions could adversely affect our business. The terrorist attacks on
September 11, 2001, disrupted commerce throughout the world. In response to attacks and other threats, the
United States is actively contemplating and pursuing support for further military force to pursue those behind
these attacks and is initiating -broader actions against global terrorism. The continued threat of terrorism
throughout the world, the escalation of military action in Afghanistan and, potentially, Iraq, and heightened
security measures in response to such threats may continue to cause significant disruption to commerce throughout
the world. To the extent that such disruptions result in instability of capital markets, the imposition of further
import and export restrictions, reductions in capital expenditures or spending on information technology, longer
sales cycles, deferral or delay of customer orders, reductions of engineering resources, or an inability to effectively
market our products, our business and results of operations could be materially and adversely affected.
Additionally, terrorist attacks present a potential threat to communication systems, information technology and
security, damage to buildings and their contents, and injury to or death of key employees. We continue to take
steps to increase security and add protections against terrorist threats. This may require adjustment or change of
business practices, which could involve significant capital expenditure and result in loss of focus and distraction of

. management and development and sales employees. Moreover, an actual or perceived increase in risk of travel due
to further terrorist activity may impair our ability to demonstrate products and meet with prospective customers,
which may, in turn, adversely affect our ability to close sales and meet projected forecasts.

Changes in our product offerings, licensing practices, or revenue recognition accounting standards may
require, under certain circumstances, that we defer recognition of license revenue for a significant period of time
after entering into a license agreement, which, in turn, could negatively impact our financial results. We
recognize revenue in accordance with Statement of Position, or SOP, 97-2, “Software Revenue Recognition,” as
amended and interpreted by SOP 98-9, “Modification of SOF 97-2, Software Revenue Recognition, with respect
to certain transactions,” as well as Technical Practice Aids, or TPA, issued from time to time by the American
Institute of Certified Public Accountants. In addition, we have adopted Staff Accounting Bulletin, or SAB,
No. 101, “Revenue Recognition in Financial Statements,” which provides further interpretive guidance for public
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companies on the recognition, presentation,. and disclosure of revenue in financial Statements. In general, we
recognize license fee revenue when a non-cancelable, contingency-free license agreement has been signed, the
product has been delivered, fees from -the arrangement are fixed or determinable, and collection is probable.
Although our standard form license. agreement contains the criteria necéssary. for us to recognize revenue at-the
time we iﬁitially deliver software or perform services, we may negotiate :and. modify these terms in some
transactions at the inception of the relationship. In certain circumstances, we may be unable to negotiate terms
and conditions that permit revenue recognition at the time a license agreement is executed. We may have to delay
recognizing license 'and/or services related revenue for a significant period of time under various types. of
transactions, including: (1) transactions that include both currently deliverable software. products and software
products that are under development or contain other currenitly undeliverable elements; (2) transactions where the
customer demands services that include significant. modifications, customizations, or complex interfaces that -
could delay product delivery or acceptance: (3) transactions that involve significant acceptance criteria or
identified product-related performance issues; and (4) transactions that include contingency-based payment terms
or fees. Under these types of transactions, revenue would be booked incrementally over the period of the
software: implementation, or, to the extent that we-are unable to reliably estimate the total .hours required to
complete an installation, we may be required to defer recognition of revenue until the completion of the
installation. . : ‘ - :

While we believe that we are currently in compliance with existing software revenue recognition standards,
those: standards continue to evolve and may change dve; time as-the accounting profession provides additional
guidance on their application. The issuance of new interpretations could lead to unexpected reductions in
recognized revenue. They could also significantly impact our business practices,” resulting in increased
administrative costs, lengthened sales cycles and other changes, which could adversely affect our results of
operations.’ Refer to “Item 7: Management’s Discussion and Analysis of Financial Condition and Results of
Operatibns—ertic_él ‘Accounping Policies;” 'in this Annual Report on Form 10-K for further details on our

revenue recognition policy.

If requirements relating to accounting treatment for employee stock options are changed, we may be forced
to change our business practices. *We currently account for the issuance of stock options under Accounting
Principles Board, or APB, Opinion No. 25, “Accounting for Stock Issued to Employees.” If proposals currently
under consideration by accounting-standards organizations and governmental authorities are adopted, we may be
required to treat the value of the stock options granted to employees as a compensation expense. As a result, we
could decide to reduce the number of stock options granted to employees or to grant options to fewer employees.
This could affect our ability to retain existing employees and attract qualified candidates, and could increase the
cash compensation we would have to pay to them. In addition, such.a change could have a negative effect on our
results of operations. ’ - :

It may become i'ncreasingly expensive ‘to obtain and maintain liability insurance. We contract for
insurance to cover a variety of potential risks and liabilities. In the current market, insurance coverage is
becoming more restrictive, and, when insurance coverage is offered, the deductible for which we are responsible
is larger. In light of these circumstances, it may become more difficult to maintain insurance coverage at
‘historical levels, or if such coverage is available, the cost to obtain or maintain it may increase substantially. This
may result in our being forced to bear the burden of an increased portion of risks for which we have traditionally
been covered by insurance, which could negatively impact our results of operations.

Control by existing shareholders could significantly influence matters requiring stockholder approval. - As-
of December 4, 2002, our executive officers, directors, and affiliated entities, in the aggregate, beneficially
owned approxirately 31% of our ou't‘sta'ndin'g common stock. These stockholders, if acting together, would be
able to significantly influence all matters requiring approval by stockholders, including the election of directors
and the approval of mergers or. other business combinations. - '

We have adopted anti-takeover defenses that could make it difficult for another company o acquire control -
of J.D. Edwards or limit the price investors might be willing to pay.for our stock. Certain provisions of our
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Certificate of Incorporation, Bylaws, and Delaware law could make it more difficult for a third party to acquire
us, even if doing so would benefit our stockholders. These provisions include the existence of a classified board
and the adoption of a Stockholder Rights Agreement, commonly known as a “poison pill.” Under the
Stockholder Rights Agreement, we issued a'dividend of one right for each outstanding share of common stock to
stockholders. Because the rights may substantially dilute the stock ownership of a person or group attempting to
take us over without the approval of our Board of Directors, the plan could make it more difficult for a third party
to acquire us (or a significant percentage of our outstanding capital stock) without first negotiating with our
Board of Directors regarding such acquisition. These provisions and certain provisions of the Delaware General
Corporation Law may have the effect of deterring hostile takeovers or otherwise delaying or preventing changes
in the control or management of J.D. Edwards, including transactions in which our stockholders might otherwise
receive a premium over the fair market value of our common stock. '

Item 2. Properties

Cur corporate headquarters and executive offices are in Denver, Colorado, where we lease approximately
743,000 square feet of space in multiple facilities.- The leases on these facilities expire in 2004. We also lease
approximately 344,000 square feet of space, primarily for regional sales and support offices, elsewhere in the
United States. Additionally, we lease approximately 466,500 square feet of office space in countries outside the
United States, used primarily for sales and support offices. Expiration dates on sales and support office leases
range from 2003 to 2023. See Note 11 of Notes to Consolidated Financial Statements in Item 15 of this Annual
Report on Form 10-K, beginning on page F-6, for information regarding our obligations under facilities leases
and financing activities. ' ‘ "

Item 3. Legal Proceedings

We are involved in certain disputes and legal actions arising in the ordinary course of our business. While it
is not feasible to predict or determine the outcome of these proceedings, in our opinion, based on a review with
legal counsel, none of these disputes and legal actions is expected to have a material impact on our consolidated
financial position, results of operations, or cash flows. However, litigation is subject to inherent uncertainties,
and an adverse result in these or other matters may arise from time to time that may harm our business.

Item 4. Submiskion of Matters to a Vote of Security Holders
Not applicable. .

Qur Executive Officers
Our Executive Officers and their ages as of December 6, 2002, are as follows:

Name % Position(s)
Robert Dutkowsky ............. . 47 Chairman of the Board, President, and Chief Executive Officer
Richard Allen ................. 45 Executive Vice President, Finance and Administration, and Chief

Financial Gfficer

Leslie Wyatt .................. 52 Senior Vice President and Chief Marketing Officer

HarryDebes . ................. 51 Senior Vice President, Americas Sales and Consulting Services

Richard Mathews .............. 38 Senior Vice President, International Sales

David Siebert ................. 44 Gfoup Vice President, WorldSoftware and Channel Operations

Michael Madden . ...... ... . . 40 Group Vice President, Software Engineering and Chief Technology
Officer : .

Pamela Saxton ................ 50  Vice President of Finance, Corporate Controller, and Chief

_ Accounting Officer

Richard Snow, Jr. .............. 57 Vice President, General Counsel, and Secretary
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Roben Dutkowsky has been President and Chief Executive Officer of I.D. Edwards since January 2002 and
Chairman of the Board since March 2002. Mr., Dutkowsky joined J.D. Edwards from Teradyné, Inc., where he
served as President of its’ Assembly Test Division from October through December 2001. From April 2000
through October 2001, Mr. Dutkowsky acted as Chairman, President, and Chief Executive Officer of GenRad,
Inc., which was acquired by Teradyne in October 2001. Prior to joining GenRad in 2000, Mr. Dutkowsky was
with EMC, where he served'as Executive Vice President responsible for global sales, marketing, alliances, and
customer service from October 1997 until its acquisition by Data General in 1999. He served as President of Data
General in 1999 after its acquisition of EMC. Previously, Mr. Dutkowsky held management positions at IBM
during his 20-year employment with the company. Mr. Dutkowsky holds a B.S. degree in industrial and labor
relations from Cornell University, and is a member of the board of directors of Network Associates.

Richard Allen has been Executive Vice President, Finance and Administration, since May 2000. He has
served as Chief Financial Officer and Assistant Secretary of J.D. Edwards since January 1990. Prior to his
promotion to Executive Vice President, Mr. Allen served as Senior Vice President, Finance and Administration,
from November 1997 through April 2000, as Vice President, Finance and Administration, from January 1990
" through October 1997, and as Treasurer from January 1990 to April 2000. Mr. Allen acted as Controller of J.D.
Edwards from August 1985 to September 1994 and as Secretary from March 1986 to January 1990. Mr. Allen
holds a B.S. in business administration from Colorado State University.

Leslie Wyatt has been Senior Vice President and Chief Marketing Officer since February 2001. Mr. Wyatt
most recently served as Senior Vice President, Worldwide Marketing, of Harbinger Corporation, an e-commerce
software provider from October 1997 to January 2001. Before that he held various positions during his 17-year
employment at Texas Instruments, including Director of Strategic Marketing for Texas Instruments Software.
Mr. Wyatt holds a B.S. in software design from Arizona State University and an M.S. in computer science from
Arizona State University.

Harry Debes has been Senior Vice President, Americas Sales and Consulting Services, since August 2001.
From May 2001 until August 2001, Mr. Debes served as a consultant to J.D. Edwards. Mr. Debes joined J.D.

"~ Edwards from GEAC Enterprise Solutions Americas, where he served as President of GEAC Americas from

March 1999 to May 2001. Prior to that, he spent more than eight years as the managing director for GEAC
Americas’ Asia Pacific business. Mr. Debes holds a B.A. in history from the University ‘of Toronto and an
-MB A. with an accountmg major from McMaster University.

Richard Mathews has been Senior Vice President, International, since May 2001. From March 2000 to May
2001 he was Vice President and Managing Director of J.D. Edwards Australia Pty Limited. He served as Chief
Operating Officer, .D. Edwards New Zealand Limited, from November 1, 1998, until its acquisition by J.D.
Edwards in February 2000 and as General Manager of J.D. Edwards New Zealand Limited from September 1994
through October 1998. Mr. Mathews holds a bachelor of commerce in accounting and a B.S. in mathematics
from the University of Otago in New Zealand.

David Siebert has been Group Vice President, WorldSoftware since June 2001. Mr. Siebert served as Group
Vice President of Channel Operations from June 2000 to June 2001. From November 1997 to June 2000, he was
Business Unit Director of the United States Central area. From May 1996 to November 1997, he was Industry
‘Marketing Director and Director of Worldwide Marketlng Consulting. Mr. Slebert holds-a B.A. in busmess
adnumstranon from Bethel College and an M B.A.in operatlons management from DePaul Un1vers1ty

Michael Madden has been Group Vlce Pre31dent Software Engineering, since September 2001 and Chief
Technology Officer since August 2000. Prior to his promotion to Group Vice President, Mr. Madden served as
Vice .President, Development Technologies, and Director of Run-Time Technology and Desigri Tools. Mr.
Madden joined J.D. Edwardsin June 1998, coming from Digital Equipment Corporation, where he had spent the
* prior 12 years in various capacities, ending with a leadership position for DEC’s mobile computing offerings. He
" holds a master’s degree in electrical:engineering and a bachelor’s degree in applied mathematics, both from the
University of New Hampshire. : -

23




Pamela Saxton has been Vice President of Finance, Controller, and Chief Accounting Officer since joining
J.D. Edwards in September 1994. Ms. Saxton spent the prior 20 years in various financial management positions
with global public companies, including Cyprus Amax Minerals Company, Amax Gold Inc and Petro-Lewis
Corporation. Ms. Saxton holds a B.S. in accounting from the University of Colorado.

Richard Snow, J1., has beén Vice President, General Counsel, and Secretary since joining J.D. Edwards in
January 1990. He holds a B.S. in business administration from the University of California, Berkeley, and a I.D.
from California Western University Law School.

PARTII

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Our common stock is listed on the NASDAQ National Market under the symbol “JDEC.” The following
table sets forth the high and low closing sale prices per share of our common stock for the fiscal periods
indicated.

High Low

2001 :

FIrst QUarter ... .....vrie i et $29.00 $15.00

Second QUarter ........c.iiiti i e 15.13 6.89

Third QUArter . ... ..ottt e 14.14 7.94

Fourth Quarter .. ...t i et 13.03 6.10
2002

First QUarter ... .....oounnite ettt $16.95 $ 7.53

Second Quarter ........... e e e e e e 1821 10.70

Third QUarter . . ... ..ot e 13.75 8.49

FourthQuarter . .................... e 14.17 8.55

As of December 4, 2002, there were 1,145 holders of record of our common stock. Because many shares of
our common stock are held by brokers and other institutions on behalf of stockholders, we are unable to estimate
the total number of stockholders represented by these record holders. We have never declared or paid any cash
dividend on our common stock. Since we currently intend to retain all future earnings to finance future growth,
we do not anticipate paying any cash dividends in the foreseeable future. The information required by this item
regarding equity compensation plans is incorporated by reference to the information set forth in Item 12 of this
Annual Report on Form 10-K.

Item 6. Selected Consolidated Financial Data

The consolidated statements of operations data provided for the years ended October 31, 2000, 2001, and
2002, and the consolidated balance sheet data as of October 31, 2001 and 2002, are derived from, and are
qualified by reference to, our consolidated financial statements audited by PricewaterhouseCoopers LLP,
independent accountants, which are included elsewhere in this Annual Report on Form 10-K. The consolidated
statements of operations data for the years ended October 31, 1998 and 1999, and the consolidated balance sheet
data as of October 31, 1998, 1999, and 2000, are derived from consolidated financial statements audited by
PricewaterhouseCoopers LLP, independent accountants, which are not included in this Annual Report on Form
10-K. Historical results are not necessarily indicative of results for any future period. We have never declared or
paid any cash dividend on our common stock. See Consolidated Financial Statements and related notes under
Ttem 15(a). The following selected consolidated financial data should be read in conjunction with “Item 7:
Management’s Discussion and Analysis of Financial Condition and Results of Operations,” the consolidated
financial statements and notes thereto, and other financial information included elsewhere in this Annual Report
on Form 10-K
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) Year Ended October 31,
1998 - 1999 . - 2000 - 2001 2002
(in thousands, except per share data)

Consolidated Statements of Operations:

Revenue: :
License fees ... .o $386,081 $ 312,817 $ 419,103 $ 271,869 $227,021
Services(l) . ..o e 578,061 ' 663,043 603,911 622,399 677,436

Total revenue
Costs and expenses:

Cost of license fees (mcludmg write-offs of certain third-party product

........ 964142 975860 1023014 894268 904,457

arrangements of $20,566 in fiscal 2001) .......... ... .. ..ol ' 43,404 29,882 59,963 64,189 34,762
Costof services(1) .. ....ovvir e 379,849 439,922 388,030 344,176 324,850
Sales and marketing . .. .....cvtt it 261,400 334,201 367,050 292,758 275,566
General and administrative ......... ... ... i 83,450 94,241 97,556 91,963 90,418
Research and development ... ...t iii i 89,401 109,206 116,866 99,943 123,292
Amortization of acquired software and other acquired intangibles and

acquisition-related deferred compensation(2) .................... — 9,488 25,044 27,388 22,257

Acquired in-process research and development(2) .................. — 26,141 — — 4,600
Restructuring and other related charges(3) ........ [ — — 28,016 25,621 1,546
Total COStS ANA EXPEMSES . ...t v et oereneee et eieeeaeinss 857,504 1,043,081 1,082,525 946,038 877,291

Operating income (10S8) . . ..o vt vttt e e 106,638 (67,221) .~ (59,511) © (51,770) 27,166
Other income (expense): ) ' : '

Interest and dividend inCOME . ... ...\ tr et i e 15,294 19,324 14,980 13,081 6,472

Gains (losses) on equity investments and product linesale .. .......... — = 24,582 (8,516) _ (545)

Interest expense, foreign currency gains (losses) and other, net ., ... ... (3,729) (268) (683) (1,115) 465
Income (loss) before income taxes ...................... L 118203  (48,165)  (20)632)  (48,320) 33,558

Provision for (benefit from) income taxes(4) ............... ... ..., 43,735 (8,941) -~ (5210)° 131433  (12,635)
Net income (I0ss) ................. e $ 74,468 $ (39,224) $ (15,422) $(179,753) $ 46,193
Net income (loss) per common share(5): ‘ ' . o o o

Basic .........ccciiiii P P .. % 076 $ ©37) $ 014y $ (1.61) $ 039

Diluted

i P $ 068 $ (037) § ©0.14) § .(61) $- 038

Basic ... 98,264 105,378 109,376 111,778 118,305

.................................................... 109,993 105,378 109,376 - 111,778 121,414

October 31, h

o 1998 1399 2006 2001 . 2002
Consolidated Balance Sheet Data: . . : .
Cash and cash equivalents ........... ... . i $183,115 § 113341 $ 180,674 $ 231,952 $302,830
Short- and long -term marketable securmes and other investments ....... 351,194 309,110 156,892 2,217 17,504
Restricted cash, cash equ1valents, and investments(6) ................. - — —_ e < 15,960 35,995
Total @ssets ... ..o e e R e 950,473 940,528. 951,041 661,132 809,653
Total long-term liabilities ........... [P R ST - 27,546 . 6,431 11,352 7,807 12,271
Common shares subject to repurchase at redemption amount(7) ......... — — 89,113 — —
Stockholders eqUItY ... P Lo o . 583, 996 592 720 470,998 299,059 - 441,885

(1) In- fiscal' 2002, we adopted Financial Accounting Standards Board Emerging Issues Task Force, or EITF, Issue No. 01-14, “Income
. Statement Characterization of Reimbursements Received for ‘Qut-of Pocket” Expenses Incurred.” Qur financial results of operations for
prior periods have been reclassified to conform to the new presentation. In accordance with EI'I'F Issue No. 01-14, reimbursable
expenses of $30.2 mitlion, $31.6 million, $21.9 million, $20.3 million, and $19.6 million for fiscal 1998, 1999, 2000, 2001, and 2002,
respectively, have been reflected in services revenue and cost of services. This change had no effect on operating 1ncome or net income
or loss for any periods presented.
(2) Our business acquisitions resulted in amortization of acquired mtan gible assets and the write-off of in-process research and development.
- Additionally, during fiscal 2001 and fiscal 2002, we wrote off $2.5 million and $365,000, respectively, for the impairment of acquired
workforce related to our business acquisitions. See Note 1 of Notes to Consolidated Financial Statements in Item 15.
(3) In fiscal 2000 and 2001, our Board of Directors approved two separate global restructuring plans resulting in charges to operations. For a
discussion on the restructurings, see Note 7 of Notes to Consolidated Financial Statements in Item 15. -
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During fiscal 2001, we provided a non-cash valuation allowance to fully offset the net deferred tax asset at October 31, 2001. The

deferred tax benefit may still be used to the extent we generate taxable income in future periods. During fiscal 2002, we made an election

to carryback tax net operating losses to the past five prior years under a recent Internal Revenue Code amendment, which resulted in a

one-time tax benefit of $18.6 million. See Note 6 of Notes to Consolidated Financial Statements in Item 15. .

(5) For a discussion of the computation of earnings per common share and weighted-average common shares outstanding, see Note 1 of
Notes to Consolidated Financial Statements in Item 15.

(6) During the fourth quarter of fiscal 2001 and the first quarter of fiscal 2002, we designated $16.0 million and $19.4 million of existing
collateral as restricted cash and cash equivalents under certain of our lease agreements for our corporate headquarters. See Note 11 of
Notes to Consolidated Financial Statements in Item 15.

(7) At October 31, 2000, we held certain forward purchase contracts requiring full physical settlement, and the aggregate redemption cost of

$89.1 million was included in temporary equity with a corresponding decrease in additional paid-in capital. At October 31, 2001 and

2002, there were no forward contracts outstanding requiring the future purchase of common stock. See Note 4 of Notes to Consolidated

Financial Statements in Item 15.

Item 7. Management’s Discussion And Analysis Of Financial Condition And Results Of Operations

The following discussion should be read in conjunction with, and is qualified in its entirety by, the
consolidated financial statements and notes thereto included elsewhere in this Annual Report on Form 10-K.
This item contains forward-looking statements that involve risks and uncertainties. Actual results may differ
materially from those indicated in such forward-looking statements. Factors that may cause such a difference
include, but are not limited to, those discussed in “Item 1: Business—Risk Factors.”

J.D. Edwards develops and markets collaborative enterprise software, and provides consulting, education
and support services. Our offerings are differentiated by a practice of listening to customers, innovating on their
behalf, and delivering solutions as part of a results-oriented relationship. We aim to make our customers stronger,
enabling them to solve their most important business challenges. Our software applications help customers
integrate various aspects of their businesses—from managing relationships with suppliers, employees, and
customers to processing transactions and analyzing internal business information. Founded in March 1977, J.D.
Edwards develops software in 21 languages that is used by approximately 6,600 mid-market and large customers
in more than 100 countries. We have nearly 5,000 employees in 18 United States offices and 40 international
offices. We maintain relationships with major technology and platform providers, consulting firms, and product
alliance partners.

Critical Accounting Policies

Management’s Discussion and Analysis of our financial condition and financial results of operations are
based on our consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America, or GAAP. We review the accounting policies we
use in reporting our financial results on a regular basis. The preparation of our consolidated financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenue and
expenses, and related disclosure of contingent assets and liabilities. In many cases, the accounting treatment of a
particular fransaction is specifically dictated by GAAP and does not require our judgment in its application.
There are also areas in which our judgment in selecting among available alternatives would not produce a
materially different result. Our senior management has reviewed these critical accounting policies and related
disclosures with our Audit Committee. We have identified the policies below as critical to our business
operations and the understanding of our financial condition and results of operations:

® Revenue recognition .
®  Allowance for doubtful accounts

®  (Capitalized software development costs

©  Acquired intangible assets

® Income taxes
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For a detailed .discussion on the application of these and other accounting policies; as well as other
disclosures required by GAAP, see Note 1 in the Notes to*the Consolidated Financia] Statements in Item 15 of
this Annual. Report on.Form 10-K for October 31, 2002, begrnnmg on page F- 6

®

Revenue recogmtton We derrve revenue from two primary sources: software licenses and services,
which include direct consulting, software maintenance support, customer education, fees generated
through subcontracted third-party arrangements and referral fees. We recogmze revenue in accordance
with Statement of Position, or SOP, 97- 2, “Software - Revenue Recogmtton as amended and

interpreted by SOP 98-9, “Modification of SOP 97-2, Software Revenue Recogmtron with respect to
certain transactions,” as well as Techmcal Practice Ards issued from time to time by the American

Institute of Cert1f1ed Public Accountants. In addition, we have adopted Staff Accounting Bulletin, or
SAB No 101, “Revenue Recogmtron in Financial Statements which provides further interpretive
gurdance for pubhc cOmpanies on the recognition, presentatron and disclosure of revenue in financial
statements. The' adoptron of SAB No. 101 during the fourth quartér of fiscal 2001 did not have a

’."materral impact ‘on our consohdated financial posrtron results of operatrons cashi flows, or current

hcensmg or revenue recogmtron practices. We exercise judgment in connection with thé determmatron
of the amount of softwaré license and services revenue to be recogmzed in each accountmg perrod

We recognize license fee revenue when a non-cancelable, contingency- -free hcense agreement has been

signed, the product has been delivered, fees from- the arrangement are fixed or determinable, and

- collection is probable. Our customary shipping terms are free on board, or FOB, shipping point. For
. license . transactions-with undelivered elements, the . fair. value of the fees associated with those
_ undelivered elements is recorded as deferred revenue and recognized once such elements-are delivered.

Typically, our software licenses do not include significant post-delivery obligations to be fulfilled by
us, and payments are due within a 12-month period from the date of delivery. Where software license
contracts call for payment terms of 12 months or more from the date of delivery, revenue is recognized
as payments become due assuming all other conditions for revenue recognition have been satisfied.

"Consultrng and educatron services are separately priced, are generally avarlable from a number of

suppliers, and are typically not essential to the functionality of our software products Revenue from
these services is. recognized separately from the license fees because the arrangements quahfy as

“service transactions” as defined by SOP 97-2. The more srgmﬁcant ‘factors consideied in determining
© whether the revenue should be- accounted- for separately include the nature of services (i.e.,

consideration of whether the services are essential to the functlonahty of the licensed product), degree
of risk, avarlabrhty of services from other vendors, timing of payments, and impact of milestones or

~+ acceptance criteria on the realization of the software license fee. Generally, revenue from time and
o matenals consultlng contracts and education services are recogmzed as serv1ces are performed

N

"Mamtenance revenue from agreements for supportrng and providing periodic- unspecrﬁed upgrades to

licensed software is recorded as unearned revenue“and is recognized ratably over the support service
period, which in most instances is one year. Such unearned revenue includes a. portion of -the related.
arrangement fee equal to the fair value of any bundled support services and unspecified upgrades.

"~ Contract accountlng is utlhzed for fixed- prlce contracts and those requrrrng srgmflcant software
: modification, development or customrzatron In such instances, the entire arrangement fee, including
" both software licenses and services, is accounted for in accordance with SOP 81-1, “Accounting for

; " Performance of Constructron Type and Certain Production Type Contracts whereby license and

consulting services revenue is recogmzed generally using the percentage of:completion method

~measured on Jabor hours. The complexity. of the estimation process and issues related to the
* ‘assumptions, risks and uncertainties inherent with the application of the percentage of-completion

method of accounting affect the amounts of revenue and related expénses reported in our consolidated
financial statements. A number of internal and external factors can affect our-estimates, including labor
rates, utilization, efficiency variances, and changes to specification and testing requirements.
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We anticipate that the majority of our arrangement fees will continue to be recognized as described
above, We do not require collateral for receivables; however, an allowance is maintained for potential
losses. Revenue results are difficult to predict and are subject to highly complex accounting guidelines.
Any shortfall in revenue or delay in recognizing revenue could cause our operating results to vary
significantly from quarter to quarter and could result in future operating losses.

Allowance for doubtful accounts. We make judgments related to our ability to collect outstanding
accounts receivable. We provide allowances for receivables when their collection becomes doubtful by
recording a reduction to revenue. Provisions are made based on a review of all significant outstanding
receivables. Generally, we determine the allowance based on our assessment of the realization of
receivables using historical information and current economic trends, including assessing the
probability of collection from customers. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to make payments owed to us, an increase in the
provision for doubtful accounts would be required. Conversely, if our historical collection experience
shows considerable improvement, the allowance for doubtful accounts may be reduced accordingly.
When a receivable for which an allowance has previously been recorded is written off, the allowance
for doubtful accounts is reduced accordingly. Adjustments to the provisions for doubtful accounts
could materially affect our results of operations. '

Capitalized software development costs. We capitalize internally developed software costs, software
purchased from third parties, and outsourced software development costs in accordance with Statement
of Financial Accounting Standards, or SFAS, No. 86, “Accounting for the Costs of Computer Software
to be Sold, Leased, or Otherwise Marketed.” Qur internally developed software costs include
application and tools development, testing, translation, and localization costs incurred in producing
software to be licensed to customers. We also contract with third parties to develop or test software that
will be licensed to customers, and these costs are capitalized. In addition, from time to time we
purchase source cade or product rights from third parties that will be integrated with our software. The
fees paid to third parties are a component of capitalized software costs. Capitalization of development
costs related to these software products begins once the technological feasibility of the product is
established. Based on our software engineering process, technological feasibility is established upon
completion of a detailed program design or working model. Capitalization ceases when such software
is ready for general release, at which time amortization of the capitalized costs begins.

Under SFAS No. 86, amortization of capitalized software development costs is computed as the greater
of: (a) the amount determined by ratio of the product’s current revenue to its total expected future
revenue; or {b) the straight-line method over the product’s estimated useful life, generally three years.
During all periods presented herein, we used the straight-line method to amortize such capitalized
costs. Research and development, or R&D, costs relating principally to the design and development of
products (exclusive of costs capitalized under SFAS No. 86) and routine enhancements are expensed as
incurred because of the short time frame between the determination of technological feasibility and the
date of general release of related products.

We are required to 1) use professional judgment in determining whether software development costs
meet the criteria for immediate expense or capitalization using the criteria described above and
2) evaluate software development costs for impairment at each balance sheet date by comparing the
unamortized capitalized costs to the net realizable value. The amount by which unamortized capitalized
costs exceed the net realizable value of the asset is written off and recorded in results of operations
during the period of such impairment. The net realizable value is the estimated future gross revenue
from that product reduced by the estimated future costs of completing, maintaining, and disposing of
the product. Any write-downs of capitalized software are not subsequently restored, and the net
realizable value at the close of an annual fiscal period becomes the amount capitalized and amortized
for future accounting purposes.

Acquired intangible assets. We account for our purchases of acquired companies in accordance with
SFAS No. 141, “Business Combinations.” We allocate the cost of acquired companies to the tangible
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and identifiable-intangible assets and liabilities acquired, with the remaining amount being recorded as
goodwill. Certain intangible assets, such as acquired software, are amortized to expense over their
-estimated lives, while in-process research’ and development or IPR&D, if any, is recorded as a one-
time charge at the acqulsmon date. ' ‘

" Most of the entities we acqu1re do not have 51gn1ﬁcant tangrble assets and, as a result the majonty of
_the purchase price is typically allocated to identified intangible assets or goodwill, which increases
. future amortization expense and the potential for impairment charges that we -may incur. Accordingly,

the allocation of the purchase price to intangible assets has a srgnlﬁcant impact on our future operating
results ‘The allocation of the purchase price of the acqurred companies to identified intangible assets or *

goodwill requires that we make s1gn1ﬁcant assumptions and estimates, including estimates of future

“cash flows expected to be generated by the acquired assets and the appropnate discount rate to value

~ these cash flows. Should different conditions prevarl matemal write-downs of goodwill and other
. : 1ntang1b1e assets could occur

.

" We adopted the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets * for fiscal 2003-0on
November ‘1, 2002. Accordingly, beginning- November 1, 2002, our in-place workforce and ‘customer-
base intangible assets will be combined with the remaining goodwill associated with pre-July 1, 2001,

" business acquisitions, the total of which will nolonger be amortized. Software and other intangible assets

“will continue to be amortized over their expected useful lives, which are generally three years. We will
measure the combined goodwill as part of the transition provisions during the first quarter of ﬁscal 2003.
B Addmonally, we are requrred to measure the combined goodiwill for impairment annually, or more

: frequently if events or changes in circumstances- indicate that the -assets might be impaired. Any

" impairment resultmg from the transition’test will be trecorded and recognized as a change in accounting
principle.” We anticipate that the adoption of SFAS No. 142 will not have a material impact on’ our
business acquisitions completed prior to June 30, 2001, as the majority of our goodwill and other

‘ mtang1ble assets related to those acquisitions were amortized by October 31, 2002. We canfiot determine
- the future extent of impairment, if any, until such 1mpa1rrnent review is completed

©  Income taxes. We account for income taxes in accordance with SFAS No. 109, “Accountrng for

Income Taxes.” Significant judgment is requlred in determining our worldwide provision for income

taxes. In the ordinary course of a global business, there are many transactions for which the ultimate

tax outcome is uncertain. Some of these uncertainties arise as a consequence of intercompany

. arrangements to share revenue ‘and costs In such arrangements there are uncertainties about the amount

and manner of such sharing, ‘which ‘ould ultimately result in changes once the arrangements are

reviewed by taxing authorities. Although we believe that our approach to determining the amount of

* such arrangenients is reasonable, no assurance can be given that the final exposure of these matters will

not be materially different than that which is reflected in our historical income tax provisions and

* accruals. Such differences could have a material effect on our income tax provisions or beneﬁts in the
'perlod in Wthh such determination is made. ‘

We assess the hkehhood that our deferred tax asset will be recovered from future taxable i income, and
to the extent-we believe that recovery is not likely, we establish a valuation allowance. We consider
future. taxable income projections, historical results; and ongoing prudent and feasible tax planning
. strategies in assessing the recoverability of deferred tax assets. However, adjustments could be required
'in the future if we determine that-the amount to be realized is less or greater than the amount we have
recorded. Such adjustments, if any, may have a material impact on our results of operations.

Resu]its of @pemtnons

- During fiscal 2002, we focused on dehvenng consrstent proﬁtable growth,.and we continued to improve

" execution ‘and financial performance. Our financial results for fiscal 2002 reflected net income of $46.2 million,
or $0.38 per share, compared to a net loss of $179.8 million, or $1.61 per share for fiscal 2001. The net loss for
fiscal 2001 included an income tax provision of $131.4 million, which reflected a non-cash valuation allowance
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to fully reserve our deferred tax assets. This non-cash valuation allowance was recorded primarily due to the
uncertainties surrounding the realization of the deferred tax assets resulting from our cumulative operational
losses in fiscal 1999, fiscal 2000, and fiscal 2001. The benefit of the deferred taxes may still be used to the extent
we generate taxable income in future periods. The net income for fiscal 2002 included a tax benefit of $12.6
million, primarily due to a one-time tax benefit from an election to carryback tax net operating losses, or NOLs,
to the prior five years pursuant to a recent Internal Revenue Code amendment.

Our income before taxes improved to $33.6 million in fiscal 2002 from a loss before income taxes of $48.3
million in fiscal 2001. The improvement in financial performance was primarily the result of lower operating
expenses resulting from the full year impact of organizational changes effected as part of our fiscal 2001
restructuring plan and continued focus on cost reductions in fiscal 2002. License fee revenue declined 16% to
$227.0 million in fiscal 2002 compared to $271.9 million in fiscal 2001 due to the general downturn in the global
economy and lower customer spending on application software compared to last year. The decline in license
revenue was offset by an increase in services revenue of 9% to $677.4 million for fiscal 2002 from $622.4
million for fiscal 2001. The increase was primarily due to higher maintenance and consulting revenue resulting
from our growing installed base of customers and our focus on improved realization from service engagements.

Based on our improved collection results, we reduced the allowance for doubtful accounts by approximately
$4.6 million in fiscal 2002. Our days sales outstanding, or DSQO, improved to 70 days as of Gctober 31, 2002,
compared to 80 days as of October 31, 2001, primarily due to our improved success in collection of cash from
customers and a lower average number of days granted under customer payment terms during fiscal 2002
compared to fiscal 2001. Our cash flow from operations increased to $138.1 million for fiscal 2002 from $66.6
million for fiscal 2001 primarily due to our increase in income from operations and the increase in the collections
of cash from our customers.

Our total costs and expenses decreased 7% to $877.3 million for fiscal 2002 from $946.0 million for fiscal
2001. Significant year-over-year operating expense fluctuations are described in detail in the following pages,
including the following items:

~ @ Our fiscal 2002 employee vacation policy change
@ Changes in the company-wide profit-sharing bonus plan

e  Our fiscal 2001 restructuring and our fiscal 2002 cost control efforts
®

Our research and development costs and capitalized software development

During fiscal 2002 we adopted a new vacation policy in certain countries, including most of the United
States, which no longer allows employees to carry over unused vacation hours from one fiscal year to the next.
Most employees used their vacation hours before the end of fiscal 2002, with vacation forfeitures being
insignificant to our total costs and expenses. As a result of the increased vacation used due to this policy change,
we reduced our fiscal 2002 vacation liability by $9.2 million with no comparable reduction taken in fiscal 2001.

- Partially offsetting this expense reduction was an increase of $8.7 million for the fiscal 2002 bonus plan
expense resulting from our improved fiscal 2002 financial performance. The fiscal 2002 bonus plan was based on
our quarterly financial performance, and a portion was expensed during each quarter of fiscal 2002. As a result of
our fiscal 2001 financial performance, we did not incur significant bonus expense under the bonus plan during
fiscal 2001. o

R&D expense increased $23.4 million for fiscal 2002 from $99.9 million for fiscal 2001. This increase was
primarily due to certain development projects reaching general availability, and a smaller portion of our R&D
costs were capitalized. Additionally, R&D expense increased from fiscal 2001 due to our acquisition of
YOUecentric, Inc., or YOUcentric, and the related software engineering personnel. As a result of projects
previously capitalized reaching general availability, as discussed above, there was a $4.7 million increase in
amortization expense that impacted cost of license fees for fiscal 2002 compared to fiscal 2001.
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- During November 2001, we completed our acquisition of YOUcentric, a provider of Java-based customer -
relationship management, or CRM, software, including applications for sales force automation, ‘campaign
management, contact center management, and partner relationship management. Most of YOUcentric’s
employees have remained with J D. Edwards. This acquisition was accounted for as a purchase. Accordingly, our
operating expenses were impacted in fiscal 2002 subsequent to the consummation date of the acquisition, as a
result of YOUcentric’s operating expenses, a write-off of IPR&D and amortization of acquired 1ntang1ble assets
and acquisition-related deferred compensation as discussed above.

Hlstoncally we have experienced and expect to continue to expenence seasonahty in our business
operations. This is primarily the result of both the efforts of our direct sales force to meet or exceed fiscal year-
end sales quotas and the tendency of certain customers to finalize sales contracts at-or near the end of our fiscal
year. Because our operating expenses are somewhat fixed in the near term, our operating margins have
historically been higher in our fourth fiscal quarter than in other quarters, and we expect this to continue in future
fiscal years, See “Risk Factors—Our quarterly financial results are subject to significant fluctuations, and a
failure to meet expectatlons could cause our stock price to fall.”

While we have made progress towards delivering consistent, profitable growth, our fiscal 2003 revenue and
profitability could be adversely affected by the continued slowdown in the global economy, the maturity of the
traditional enterprise resource planning, or ERP, market, challenges of entering new markets, strong competitive
forces, and potential negative effects from organizational and management changes. Additionally, based on
current projections for the first quarter of fiscal 2003, we expect license fee revenue to remain relatively flat and
services revenue to grow 5% compared to the first quarter of fiscal 2002, depending:on economic conditions and
the apphcatlons software market. These uncertainties have made projections of future revenue and operating
results particularly challenging. There can be no assurance that our financial condition, results of operations, cash
flows, and market price of our common stock will not be adversely affected by the aforementioned factors.
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The following table sets forth, for the periods indicated, certain items from our consolidated statements of
operations as a percentage of total revenue (except for gross margin data):

Year Ended October 31,
2000 2001 2002
Revenue:
Licensefees ...... ..o e 41.0% 304% 25.1%
SETVICES .« . ottt e e e 590 696 749
TOAl TEVEMUE . . ..o \et et e ettt et e e et e et e et e et 100.0 100.0 100.0
Costs and expenses:
Cost of license fees (including write-offs of certain third-party arrangements of
$20.6 million in fiscal 2001) ... ... ittt e 59 7.2 3.8
CostOf Services ............covvviunn.nn e e 379 385 360
Sales and marketing ............ e 359 327 305
General and administrative ... ........ .. . i i e 95 103 10.0
Researchand development ........ ... .. ... 114 112 136
Amortization and write-offs of acquired software, other acquired intangibles, and
acquisition-related deferred stock compensation . ......................... 2.5 3.0 24
Acquired in-process research and development ........................ . ... — — 0.5
Restructuring and other related charges . .. ........ ... ... o i, 2.7 29 0.2
Total costs and EXPEeNSES . . ..ottt it i i e 1058 1058 97.0
Operating income (10S8) . ........covvun.... e e e (5.8) (5.8) 3.0
Other iNCOME, NEt . . . ot ittt et e e e e e [ 3.8 04 0.7
Income or 10ss before INCOmMe taXxes . .. .. ..o vttt it 20 G4 3.7
{Benefit from) provision for inCOME taXes .. ...........uvuninennenneennneen... 0.5 147 (1.4)
Netincome (loss) .............. e e e e e e e (1.59% 20.H)% 5.1%
Gross margin on license fee revenue (including write-offs of certain third-party
arrangements of $20.6 million in fiscal 2001) .. ...........c.oiiiiuiienn.. 85.7% 76.4% 84.7%
Gross margin on license fee revenue (excluding write-offs of certain third-party
arrangements of $20.6 million in fiscal 2001) ......... ... ... ... . ... 857% 84.0% 84.7%
Gross Margin On SEIVICES TEVENUE . . .. .ot vt ettt et eie e 357% 44.7% 52.0%

Fiscal Years Ended October 31, 2001 and 2002

Total revenue. Our total revenue for fiscal 2002 increased 1% to $904.5 million compared to $894.3
million for fiscal 2001. The increase in total revenue for fiscal 2002 compared to fiscal 2001 was primarily due to
an increase in maintenance and consulting revenue resulting from our growing installed base of customers and
our focus on improved realization from service engagements as well as increased utilization of internal
consultants resulting from more direct service engagements. The revenue mix between license fees and services
was 25.1% and 74.9%, respectively, for fiscal 2002 compared to 30.4% and 69.6%, respectively, for fiscal 2001.
The change in revenue mix between license fees and services for fiscal 2002 compared to fiscal 2001 was
primarily a result of declining license fee revenue due to the general downturn in the global economy and lower
customer spending on application software compared to fiscal 2001, both of which were offset by the increase in
maintenance support and consulting services revenue discussed above.

A portion of our total revenue is derived from international sales and is therefore subject to the related risks,
including general economic conditions in each country, the strength of international competitors, different tax
structures, complexity of managing an organization spread over various countries, changes in regulatory
requirements, compliance with a variety of foreign laws and regulations, longer payment cycles, and the
volatility of currency exchange rates in certain countries. For any period, changes in each country’s general
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economic and political environment or forelgn exchange rates may also have a material impact on our total
revenue, results of operations, cash flows, and financial position.

A portion of our business is conducted in currencies other than the. U.S. dollar. For fiscal 2001, the
geographic areas defined as the United States, Europe, the Middle East, and Africa, or EMEA, and the rest of the
world accounted for 64%, 20%, and 16%. of total revenue, respectively. For fiscal 2002, these geographic areas
accounted for 63%, 21%, and 16% of total revenue, respectively. Fluctuations in foreign currency exchange rates
‘could materially affect.our total revenue, results of operations, cash flows, and financial position, depending on
the U.S. dollar strengthening or weakening relative to foreign currencies. For fiscal 2001 and fiscal 2002, the
changes in the value of major foreign. currencies relative to the U.S. dollar and their effect on our total revenue
was immaterial. Refer to “Risk Factors—Our. international operations. and sales subject us to various risks
associated with growth outs1de the United States.”

License fees. License fee revenue decreased 16% to $227.0 million for fiscal 2002 from $271.9 million for
fiscal 2001. The decrease in license fee revenue in fiscal 2002 was primarily due to the downturn of global
economic conditions and lower customer. spending on application software from fiscal 2001. We increased our
total number of customers 5% fo approximately 6, 600 at October 31, 2002, compared to October 31, 2001.
Comparatively, we increased our total number of customers 5% to approximately 6,300 at October 31, 2001,
compared to October 31, 2000, Our number of license transactions exceeding $1.0 million decreased to 42
transactions in fiscal 2002, representing $90.0 million or 40% of license fee revenue, compared to 63 transactions
in fiscal 2001, representing $118.2 million or 43% of license fee revenue. Our overall average sales price was
down 9% to $202,000 for fiscal 2002 from $221,000 in fiscal 2001. Revenue resulting from reseller
arrangements for fiscal 2001 and ﬁscal 2002 was less than 5% of total l1cense fee revenue.

) The percentage of license fee revenue from existing customers increased to 53% for fiscal 2002 from 44%
for fiscal 2001. The improvement in the percentage of license fee revenue from existing customers for fiscal
2002 from fiscal 2001. was a result of our focus on increasing license fee revenue from our installed base of

" customers offset, in part; by lower overall spending on application software during fiscal 2002. Average sales
price from transactions with our installed base of customers increased 3% to $164,000 for fiscal 2002 from
$160,000 for fiscal 2001. The mix of revenue from new and existing customers varies from quarter to quarter,
and our future growth is dependent on our ability to retain our installed base of customers while adding new
customers, as well as our ability to offer competitive products. There can be no assurance that our license fee
revenue will not be adversely affected in future periods asa result of a contmucd downturn in global economic
conditions.

Services. Services revenue consists of fees generated by our personnel who provide direct consulting,
software maintenance support,” customer education services, fees generated through subcontracted third-party
arrangements, and referral fees from service providers who contract directly with customers. Services revenue for
fiscal 2002 increased 9% to $677.4 million from $622.4 million for fiscal 2001. The increase was primarily a
result of increased software maintenance revenue and consulting revenue, offset, in part, by a decline in
education services revenue. The increase in software maintenance revenue was due mainly to the growth of our
installed base of customers, an increase in maintenance prices during fiscal 2001 and fiscal 2002, and our efforts
to retain and increase the level of maintenance services renewed by our customers. The increase in consulting
revenue for fiscal 2002 compared to fiscal 2001 was. primarily due to .a larger number -of direct service
engagements as we continued our focus-on performing more direct implementation work. Additionally, during
fiscal 2002 we implemented an incentive: program for.our account executives to-sell direct service engagements,

_which resulted in incremental demand for and improved utilization of our consultants compared to fiscal 2001.
While our goal is to increase the level of services sold directly to customers, we also intend to continue business
partner relationships under both subcontract and referral arrangements for certain markets.

The decline ‘in education revenue for fiscal 2002 compared to fiscal 2001 was due to the consolidation or
elimination of education offerings in response to weakening customer demand for general classroom training,
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reduced customer travel following the terrorist attacks of September 11, 2001, and the downturn in the global
economy. To mitigate the decline, we increased our offerings for custom on-site customer training as well as on-
line offerings during fiscal 2002 compared to fiscal 2001.

During the second quarter of fiscal 2002, we adopted the guidance of Financial Accounting Standards
Board, or FASB, Emerging Issues Task Force, or EITF, Issue No. 01-14, “Income Statement Characterization of
Reimbursements Received for ‘Out-of Pocket’ Expenses Incurred.” EITF Issue No. 01-14 requires that
reimbursements received for out-of-pocket expenses be reported as revenue in the consolidated statement of
operations. Prior to adoption of EITF Issue No. 01-14, we recorded revenue and operating expenses net of
reimbursable expenses. Cur financial results of operations for prior periods have been reclassified to conform to
the new presentation. In accordance with EITF Issue No. 01-14, reimbursable expenses of $21.9 million for fiscal
2000, $20.3 million for fiscal 2001, and $19.6 million for fiscal 2002, are now reflected as services revenue and
cost of services. This change had no effect on operating income or loss or net income or loss for any period
presented.

Our ability to maintain or increase total services revenue is dependent on our ability to increase license
revenue and the accompanying maintenance and service agreements. Variances or slowdowns in licensing
activity may impact our maintenance, consulting, or education services revenue in future periods. Additionally,
our installed customer base has traditionally generated additional revenue from consulting services, renewed
maintenance, and licenses of other products. The maintenance agreements are generally renewable annually at
the option of the customers, and there are no mandatory obligations to contract for additional consulting services
or to license additional software. In addition, customers may not necessarily purchase additional products or
services. If our customers fail to renew their maintenance agreements or purchase additional products or services,
our services revenue could decline. Additionally, services revenue is dependent on the availability of our
consultants to staff engagements, competitive pricing practices, the number of customers who have contracted for
support services, the level of competition from alliance partners for consulting and implementation work, billing
rates for education services, and the number of customers purchasing education services. We believe services
revenue will continue to vary from quarter to quarter depending on the mix between consulting, maintenance,
and education revenue and the mix of direct, subcontract, and referral arrangements from our business partners.

Total costs and expenses. Qur total costs and expenses decreased $68.7 million, or 7%, to $877.3 million
for fiscal 2002 from $946.0 million for fiscal 2001. As discussed above, total costs and expenses were affected
by our fiscal 2002 employee vacation policy change, changes in the company-wide bonus plans, our fiscal 2001
restructuring and our fiscal 2002 cost control efforts, and our research and development costs and capitalized
software development. Additionally, during fiscal 2001 we exited certain reseller arrangements for which prepaid
royalty balances existed. During fiscal 2001, we wrote off $20.6 million in prepaid royalties associated with
these third-party arrangements. Comparatively, we did not incur such write-offs during fiscal 2002.

Cther decreases in total costs and expenses were due to the full year impact of organizational changes
effected as part of our fiscal 2001 restructuring plan and our fiscal 2002 cost control efforts. Total office expense
declined across our organization for fiscal 2002 by $23.8. million, or 25%, compared to fiscal 2001, due to
reduced office space following our fiscal 2001 restructuring, cost controls associated with overhead expenses,
and the general decline in overall interest rates, which significantly affects the amount of rent expense associated
with our corporate headquarters buildings. Computer expense declined company-wide for fiscal 2002 by $15.3
million, or 24%, compared to fiscal 2001 due to a reduction of our IT equipment, including personal computers,
made in connection with our restructuring last year and our cost controls over computer and network spending.
Total advertising and promotional costs for fiscal 2002 declined by $8.9 million,or 17%, compared to fiscal
2001, primarily as a result of our focus on centralized management of these costs that ensured efficient and
effective spending across our organization. Additionally, travel and entertainment expenses declined for fiscal
2002 by $6.1 million, or 13.6%, compared to fiscal 2001, due to our focus on controlling costs and reducing
discretionary travel.
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Cost of license fees.. Cost of license fees 1nc1udes business partner commissions, royaltres amortization of
internally developed capitalized software- (in¢luding -contractual payments to third parties related to internal
projects and contractual payments.to third parties: for source- code and license fees that are used in development
_ of products for external sale), documentation, and software. delivery expenses. Cost of license fees decreased by
46% to. $34.8 million for. fiscal 2002 -from $64.2 million for fiscal 2001. During fiscal 2001 we exited certain
reseller arrangements for:which prepaid royalty balances existed. During fiscal 2001, we wrote off $20.6 million
in prepaid royalties associated with these third-party product arrangements. These charges are included in cost of
license fees on the accompanying consolidated statements of operations and discussed in detail under the heading
“Fiscal Years Ended October 31, 2000 and.2001,” below. Comparatively, we did not incur such write-offs during
fiscal 2002. Additionally, reseller royalties were lower in fiscal 2002 compared to fiscal 2001 on thrrd -party
arrangements due to lower licensing activities from these thrrd -party products

We record amortization - -expense on our 1ntemally developed caprtalrzed software, caprtahzed third- party
rights, and’ caprtahzed outsourced developrhent on a straight-line basis (generally over three’ years) to cost of
‘licénse fees beginning once the product is generally ava11able The mtemally developed capitalized software
amortrzed during fiscal 2002 consisted pr1mar11y of major enhancements to'our J.D. Edwards 5 product suite. We
recorded amortrzatlon expense of” $11 4 million and $16.1 million for frscal 2001 and ﬁscal 2002, respectively.
The increase in amortization expense is dué to certain development projects that’ reached general avarlabrlrty
during frscal 2002 or frscal 2001 resultmg ina full year of amortization in fiscal 2002.

Gross margin on 1icense fee,revenue, varies from quartér to quarter depending on the revenue volume in
relation to certain fixed costs, such as the amortization of capitalized-software development costs, and the portion
of our software products subject to. royalty payments. The fiscal 2002 gross ‘margin on license fee revenue
~ improved to 84.7% from 76.4% for fiscal 2001. The primary reason for the improvement was due to the fiscal
2001 write-off of $20.6 million in prepaid royalties associated- with third:party product arrangements that
lowered fiscal 2001 gross margins discussed above, for which there were no-comparable write-offs during fiscal
2002. Excluding these write-offs, the gross’ margin for 2001 would have been 84.0%. The fiscal 2002
improvement was offset, in part, by increased amortization of capitalized internal software development costs.

Cost of services. Cost of services includes personnel and relatéd overhead costs for providing services to
customers, including consulting, implementation, support, and education, as well as fees paid to'third parties for
subcontracted services. Cost of services for fiscal 2002 decreased 6% to $324.9 million from $344.2 million for
fiscal 2001. The decrease in fiscal 2002 was due primarily to a continuing decline in education services costs
resulting from the ehmmatron and consolrdatron of several tralmng facilities as _part-of our fiscal 2001
restructuring, and overalk consolrdatron of classes offered. Additionally, our orgamzatronal changes éffected as
part of our fiscal 2001 restructuring plan and our fiscal 2002 cost control efforts contributed to lower computer
expense, travel and entertainment expenses and total office expense as well as the reduction of the accrual for
émployee vacations. The overall decline from fiscal 2001 was offset, in part by increaséd commission expense
of $9.8 million resulting from both a new commission plan for selling servicés and increased professional
services and maintenance revenue for fiscal 2002. Addrtronally, bonus expense 1ncreased for ﬁscal 2002
compared to ﬁscal 2001 due to our flscal 2002 bonus plan, prevrously drscussed

The gross margm on servrces revenue for fiscal 2002 1mproved to 52.0% compared to 44. 7% for fiscal
2001. The improvement was primarily due to hrgher maintenance revenue as discussed above. Additionally,
improved realization from service engagements, as well as improved utilization of internal consultants resulting
from more direct service engagéments, contributed to. the increase. Generally, maintenance revenue produces a
higher margin than professional services and education revenue. Gross margins on services revenue for fiscal
2003 will .depend on the nmix of total services revenue,.the extent to which we are successful in maintaining or
increasing our -utilization . and. realization. from .our consultrng employees, the number of direct service
engagements, as well as the.extent to which we utilize our service partner -relationships under ‘either subcontract
or referral arrangements. ' : '
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Sales and marketing. Sales and marketing expense consists of personnel, commissions, and related
overhead costs for the sales and marketing activities, together with advertising and promotion costs. Sales and
marketing expense for fiscal 2002 decreased 6% to $275.6 million from $292.8 million for fiscal 2001. The
decrease was primarily due to the full year impact of organizational changes effected as part of our fiscal 2001
restructuring plan and our fiscal 2002 cost control efforts resulting in decreased advertising and promotion,
computer, travel and entertainment, and total office expenses, as well as the reduction of the accrual for
employee vacations. Additionally commission expense was lower for fiscal 2002 compared to fiscal 2001 due to
lower license fee revenue, as discussed above. The overall decrease in sales and marketing expense from fiscal
2001 was offset, in part, by an increase in bonus expense due to our fiscal 2002 bonus plan, previously discussed.

General and administrative. General and administrative expense includes personnel and related overhead
costs for support and administrative functions. General and administrative expense for fiscal 2002 decreased 2%
to $90.4 million from $92.0 million for fiscal 2001. The decrease in general and administrative expense for fiscal
2002 compared to fiscal 2001 was primarily due to the full-year impact of organizational changes effected as part
of our fiscal 2001 restructuring plan coupled with our fiscal 2002 cost control efforts, which resulted in reduced
outside contract professional services, other personnel costs, and total office expenses, together with the
reduction of the accrual for employee vacations. The overall decrease in general and administrative expense from
fiscal 2001 was offset, in part, by an increase in bonus expense due to our fiscal 2002 bonus plan, previously
discussed.

Research and development. R&D expense includes personnel and related overhead costs for software
engineering, minor enhancements, upgrades, testing, quality assurance, and documentation, net of any capitalized
software development costs. R&D expense for fiscal 2002 increased 23% to $123.3 million, compared to $99:9
million for fiscal 2001. The increase was primarily due to $16.5 million less in capitalized software development
costs during fiscal 2002 as certain development projects reached general availability and a smaller portion of our
R&D costs were capitalized. R&D expense also increased from fiscal 2001 due to our acquisition of YOUcentric
and the related software engineering personnel resulting in increased salary expense. Additionally, bonus expense
increased for fiscal 2002 compared to fiscal 2601 due to our fiscal 2002 bonus plan, discussed above. We
continue to devote software engineering resources to major enhancements and new products associated with our
J.D. Edwards S product offerings. These overall increases were offset, in part, by our organizational changes
effected as part of our fiscal 2001 restructuring plan and our fiscal 2002 cost control efforts resulting in decreased
total office expense, outside contract professional services, travel and entertainment expense, and computer
expense, together with the reduction of the accrual for employee vacations.

In addition to our internal R&D activities, we are outsourcing the development of software for some
specialized industries, and we sometimes acquire source code rights for certain applications and other embedded
technology. We capitalize internally developed software costs, software purchased from third parties, and
outsourced development in accordance with SFAS No. 86. During fiscal 2001, we capitalized $29.2 million of
internal development costs and $9.1 million of third-party product rights and outsourced development costs.
Comparatively, during fiscal 2002, we capitalized $18.5 million of internal development costs, and $3.3 million
of third-party product rights and outsourced development. Including all current period capitalized software
development costs, R&D expenditures were $138.2 million, representing 15% of total revenue for fiscal 2001
and $145.1 million, representing 16% of total revenue for fiscal 2002. R&D costs relating principally to the
design and software engineering of products (exclusive of costs capitalized under SFAS No. 86) and routine
enhancements are expensed as incurred because of the short time frame between the determination of
technological feasibility and the date of general release of related products. '

We anticipate that the R&D costs for major enhancements and new products will continue to be capitalized
in the future. In addition, we expect total R&D expense to increase in future periods due to the expected growth
of the R&D organization, the hiring of key software engineering personnel, and the expansion of our software
engineering operations with an outsourcing arrangement in India. We continue to make product enhancements in
e-business and other areas of new technology, as well as further integration of modules such as advanced
planning and scheduling and CRM.
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Amortization and write-offs of acquired software and other intangibles. Total amortization for fiscal 2001
related to software, in-place workforce, customer base, and goodwill resulting from our business acquisitions was
$11.6 million, $3.4 million, $5.6 million, and $4.4 million, respectively. Total amortization for fiscal 2002
related to software, in-place workforce, customer base, goodwill, and non-compete agreements was $9.0 million,
$1.6 million, $5.5 million, $4.4 million, and $67,000, respectively. Additionally, amortization of deferred stock
compensation related to our YOUcentric acquisition totaled $1.3 million for fiscal 2002. In total, amortization
and write-offs (discussed below) of acquired software and other intangibles decreased $5.2 million to $22.3
rpﬂlion in fiscal 2002 from $27.4 million in fiscal 2001.

During the fourth quarter of fiscal 2001, we performed an impairment analysis of our acquired intangibles
under SFAS No. 121, *Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of.” We retained an independent appraisal firm to perform the valuations and review our acquired
software, customer base, and goodwill for impairment. Software, customer base, and goodwill were reviewed by
analyzing the forecasted undiscounted cash flows from operations for the enterprise and the acquired entities on a
pro forma stand-alone basis and were deemed to not be impaired. We also performed an internal impairment
analysis of in-place workforce. The estimated fair value of in-place workforce represented a replacement cost
estimate, and the impairment testing was based on employee tarnover within each acquired organization since the
respective acquisition dates. Our impairment analysis resulted in a write-off of $2.5 million of intangible
workforce assets during the fourth quarter of fiscal 2001.

During the fourth quarter of fiscal 2002, we performed an impairment analysis of our acquired software and
goodwill related to our YOUcentric acquisition and our in-place workforce balances under SFAS No. 121. We
retained an independent appraisal firm to perform valuations and review our acquired software and goodwill
related to our YOUcentric acquisition for impairment. Software and goodwill were reviewed by analyzing the
forecasted undiscounted cash flows from operations for the enterprise and the acquired entities on a pro forma
stand-alone basis and were deemed to not be impaired. We also performed an internal impairment analysis of our
in-place workforce balances. The estimated fair value of in-place workforce represented a replacement cost
estimate, and the impairment testing was based on employee turnover within each acquired organization since the
respective acquisition dates. Our impairment analysis resulted in a write- off of $365 000 of intangible workforce
assets during the fourth quarter of fiscal 2002.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets,” which is effective
for our fiscal year 2003. Certain provisions also will be applied to acquisitions initiated subsequent to June 30,
2001. SFAS No. 142 supersedes Accounting Principles Board Opinion No. 17, “Intangible Assets,” and requires,
among other things, the discontinuance of amortization related to goodwill and indefinite lived intangible assets.
These assets will then be subject to an impairment test at least annually. In addition, the standard includes
provisions upon adoption for the reclassification of certain intangibles to goodwill, reassessment of the useful
lives of intangibles, and reclassification of certain intangibles out of previously reported goodwill. We are not
amortizing $62.5 million of goodwill associated with the acquisitions that occurred subsequent to June 30, 2001.

We adopted the provisions of SFAS No. 142 for fiscal 2003 on November 1, 2002. Accordingly, beginning
on November 1, 2002, our in-place workforce and customer-base intangible assets with a combined net book
value at October 31, 2002 of $5.1 million will be combined with the remaining $3.8 million of goodwill
associated with pre-July 1, 2001, business acquisitions, the total of which will no longer be amortized. Software
and other intangible assets in the amount of $6.1 million will continue to be amortized over their expected useful
lives, which are generally three years. We will measure the combined goodwill as part of the transition
provisions during the first quarter of fiscal 2003. Additionally, we are required to measure the combined
goodwill for impairment annually, or more frequently if events or changes in circumstances indicate that the
assets might be impaired. Any impairment resulting from the transition test will be recorded and recognized as a
change in accounting principle. We anticipate that the adoption of SFAS No. 142 will not have a material impact
on our business acquisitions completed prior to June 30, 2001, as the majority of our goodwill and other
intangible assets related to those acquisitions were amortized by October 31, 2002. We cannot determine the
future extent of impairment, if any, until such impairment review is completed.
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Acquired IPR&D. The estimated value of $4.6 million assigned to acquired IPR&D from YOUcentric was
determined by identifying research projects in areas for which technological feasibility has not been established
and there is no alternative future use. The fair value of acquired IPR&D includes revisions to the YOUrelate
Platform V4.X, High Tech Application V4.5, High Tech Application V5.0, and FinServ Application V4.5. The
value was determined by a hypothetical royalty receipts method, a variation of the discounted cash flow method.
Using this method, a hypothetical royalty rate was applied to the after-tax cash flows of the IPR&D application
projects that leverage Platform V4.X. A royalty rate ranging from 5% to 20% was used to discount the cash flows
varying in relation to the increased reliance on Platform V4.X and decreased reliance on the core technology. The
estimated net cash flows generated by the products over a three-year period were discounted at rates ranging
from 35% to 60% in relation to the stage of completion and the risks associated with achieving technological
feasibility. The net cash flows for such projects were based on our estimates of revenue, expenses, asset
requirements, and the core technology royalty rate.

Fiscal 2000 restructuring and related charges. We completed all actions related to the fiscal 2000
restructuring by April 30, 2001. The outstanding accrual of $1.7 million remaining at October 31, 2002, consists
mainly of lease obligations for office and training facilities closed or consolidated and will be paid over the
remaining lease terms. The accrual will continue to be reduced until all remaining obligations have been settled
by 2007. We recorded adjustments to decrease the restructuring accrual by $627,000 during fiscal 2001. The
adjustments were primarily a result of operating lease buyouts being reduced from the original estimate and
successful elimination of rental obligations on office closures earlier in the fiscal year. Additionally, the charge
was reduced as a result of favorable negotiations and reduced obligations surrounding employee termination
costs. Immaterial cost true-ups subsequent to April 30, 2001, related to the fiscal 2000 restructuring were charged
to operating expense with no impact to the restructuring charge. For further details on the fiscal 2000
restructuring, see “Fiscal Years Ended October 31, 2000 and 2001,” below.

Fiscal 2001 restructuring and related charges and exit from certain third-party product arrangements.
We completed all actions related to Phase I of the fiscal 2001 restructuring by October 31, 2001, and Phase II
actions were completed by April 30, 2002. At October 31, 2002, the outstanding accrual was $6.7 million and
consisted mainly of remaining lease obligations for office and training facilities closed or consolidated. The
accrual will continue to be reduced until all remaining obligations have been settled by 2007. We recorded
immaterial adjustments to the restructuring provision during fiscal 2001 and increased the restructuring accrual
from the original estimate by approximately $1.5 million during fiscal 2002. The adjustments primarily
represented an increase in the office closure costs, which are expected to be higher than originally estimated due
to higher vacancy rates and lower sublease rates, offset by a decrease in the final amount of operating lease
buyouts. Immaterial cost true-ups subsequent to April 30, 2002, related to the fiscal 2001 restructuring were
recorded through operating expense with no impact to the restructuring charge. For further details on the fiscal
2001 restructuring see “Fiscal Years Ended October 31, 2000 and 2001,” below.

Additionally, we reviewed our business alliances during fiscal 2001. As a result of this review, we exited
certain reseller arrangements for which prepaid royalty balances existed. During fiscal 2001, we wrote off $20.6
million in prepaid royalties associated with these third-party product arrangements. These charges are included in
cost of license fees on the accompanying consolidated statement of operations. We incurred no such write-offs
during fiscal 2002.

Other income and expense. Other income and expense includes interest and dividend income, losses on
equity investments and the sale of a product line, interest expense, foreign currency gains and losses, and other
non-operating income and expenses. Interest and dividend income decreased to $6.6 million, or 51%, for fiscal
2002 compared to fiscal 2001, due primarily to lower interest rates and lower investments in marketable
securities held throughout fiscal 2002. During fiscal 2001 and fiscal 2002, we recorded unrealized losses of $7.2
million and $1.0 million, respectively, for other than temporary declines in the fair value of certain equity
investments. Additionally, during fiscal 2002, we recorded realized gains of $500,000 related to the sale of
certain equity investments.
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During fiscal 2001, we recorded a reserve against a $5.9 million secured promissory note obligation from a
privately held company related to the sale of a product line. The note was secured by collateral that we recovered
after the note was deemed uncollectible. The $1.3 million charge incurred represented a write-down of the note to
its net realizable value, based on the estimated fair value of the collateral. The collateral was recorded in
capitalized software costs and is being amortized over a three-year penod At October 31, 2002, the remaining
net book value of the collateral was $542,000.

Also included in other income and expense were net foreign currency gains of $742,000 and $50,000 for
fiscal 2001 and fiscal 2002, respectively. The gains in fiscal 2001 were related primarily to the overall downturn
in the United States economy during fiscal 2001 and the weakening of the U.S. dollar against European
currencies. The gains in fiscal 2002 were due to the weakening of the U.S. dollar against foreign currency—
particularly the Euro and the British Pound—during the last six months of fiscal 2002, offset, in part, by losses
that were due to the strengthening U.S. dollar against European currencies during the first six months of fiscal
2002. We enter into forward foreign exchange contracts to mitigate foreign currency exchange risk of monetary
assets and liabilities denominated in foreign currencies. In both fiscal 2001 and fiscal 2002, the gains and losses
from these contracts offset the actual gains and losses.

Benefit from and provision for income taxes. We had an income tax benefit of $12.6 million for fiscal
2002 and a tax expense of $134.1 millién for fiscal 2001. The fiscal 2002 taxes include a one-time tax benefit of
$18.6 million primarily due to the election to carryback $63.0 million of our fiscal 2001 U.S. NOLs to the prior
five years under a recent Internal Revenue Code amendment. This tax benefit was partially offset by $6.0 million
of tax expense for fiscal 2002, which primarily represents current foreign taxes imposed on our international
operations. In fiscal 2001, a non-cash valuation allowance was provided during the third quarter of fiscal 2001 to
fully reserve against the net deferred tax asset. Under SFAS No. 109, “Accounting for Income Taxes,” deferred
tax assets and liabilities are determined based on differences between the financial reporting and tax basis of
assets and liabilities. SFAS No. 109 provides for the recognition of deferred tax assets if realization of such
assets is more likely than not. The valuation allowance was recorded after we considered a number of factors,
including our cumulative operating losses in fiscal 1999, fiscal 2000, and fiscal 2001. Based on the weight of
positive and negative evidence regarding the recoverability of the net deferred tax asset, we concluded that a
valuation allowance was required to fully reserve the net deferred tax asset. As a result of this valuation
allowance, the income tax provision reflected in the financial statements since July 31, 2001, represents current
taxes. We will continue to evaluate the realizability of the deferred tax asset. Future effective tax rates could be
adversely affected if earnings are lower than anticipated in countries where we have lower statutory rates, by
unfavorable changes in tax laws and regulations, or by adverse tax rulings.

Fiscal Years Ended October 31, 2000 and 2001

Total revenue. In fiscal 2001, our total revenue decreased 12.6% to $894.3 million compared to $1.0
billion for fiscal 2000. The revenue mix between license fees and services was 30.4% and 69.6%, respectively,
for fiscal 2001 compared to 41% and 59%, respectively, for fiscal 2000. We believe the decrease in total revenue
was primarily a result of a general downturn in the United States economy as well as decreased productivity
within the sales organization caused by organizational and leadership changes throughout fiscal 2001,

A portion of our business was conducted in currencies other than the U.S. dollar. Changes in the value of
major foreign currencies relative to the U.S. dollar and their effect on our total revenue were immaterial during
fiscal 2001 and fiscal 2000. The geographic breakdown of total revenue for fiscal 2000 was 65%, 20%, and 15%
for the United States, EMEA, and the rest of the world, respectively. For fiscal 2001, the geographic areas
defined as the United States, EMEA, and the rest of the world accounted for 64%, 20%, and 16% of total
revenue, respectively.

License fees. License fee revenue declined 35.1% to $271.9 million for fiscal 2001 compared to $419.1
million for- fiscal 2000. During fiscal 2001, license transactions exceeding $1.0 million decreased to 63
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transactions, representing $118.2 million or 43% of license fee revenue, compared to 73 transactions,
representing $190.0 million or 45% of license fee revenue, for fiscal 2000. The total number of transactions for
fiscal 2001 decreased 24% to 1,290 compared to 1,704 for fiscal 2000. We increased our total number of
customers by 5% compared to the end of fiscal 2000 to over 6,300 at October 31, 2001. The percentage of license
revenue from new customers was 56% for fiscal 2001 compared to 46% for fiscal 2000. Additionally, revenue
resulting from reseller arrangements for fiscal 2001 declined compared to fiscal 2000, mainly due to our exit
from certain third-party reseller arrangements.

Services. Services revenue for fiscal 2001 increased 3.1% to $622.4 million from $603.9 million for fiscal
2000. This increase was primarily a result of increased software maintenance revenue, offset in part by a decline
in consulting and education revenue. The increase in maintenance revenue was primarily a result of an increase
in maintenance pricing effected early in fiscal 2001, the growth in our installed base of customers, and consistent
maintenance renewal rates. The decline in consulting revenue for fiscal 2001 was attributed to low utilization and
revenue realization rates in the first half of fiscal 2001 due to lower direct service engagements and less direct-
revenue-generating consulting positions. Consulting utilization and revenue realization rates improved during the
last half of fiscal 2001 due to our revitalization plan that focused on generating more direct service engagements
and reassigning existing employees to direct-revenue consulting positions. The decline in education revenue for
fiscal 2001 was attributed to the consolidation or elimination of education classes due to less customer demand
for classroom training and a slowdown in customer travel subsequent to terrorist attacks on September 11, 2001.

Total costs and expenses. Our total costs and expenses declined 13% to $946.0 million for fiscal 2001
from $!1.1 billion for fiscal 2000. Operating expenses before amortization of acquired intangibles and
restructuring charges for fiscal 2001 declined to $893.0 million, or 13%, from $1.0 billion for fiscal 2000.
Operating expenses for fiscal 2001 included restructuring and related charges of $25.6 million, amortization and
write-offs of acquired intangibles of $27.4 million, and $20.6 million of write-offs in prepaid royalties associated
with the exit of certain third-party product arrangements. Comparatively, the fiscal 2000 operating expenses
included restructuring and related charges of $28.0 million and amortization of acquired intangibles of $25.0
million. There was a 7% reduction in total headcount as a result of the fiscal 2000 and fiscal 2001 restructuring
plans. These reductions caused total salary expense for fiscal 2001 to decline by $35.8 million, or 10%, compared
to fiscal 2000. Additionally, our emplioyee bonus plan was replaced by a bonus plan that resulted in a decrease in
bonus expense for fiscal 2001 of $14.5 million compared to fiscal 2000. Also of significance, travel and
entertainment expenses declined across our organization for fiscal 2001 by $24.0 million, or 35%, compared to
fiscal 2000, primarily due to our overall focus on cost savings, reduced number of employees, and hesitancy to
travel subsequent to September 11, 2001.

Cost of license fees. Cost of license fees increased 7% to $64.2 million for fiscal 2001 from $60.0 million
for fiscal 2000. The increase was primarily due to the exit from certain third-party agreements and related write-
offs of $20.6 million during fiscal 2001. We wrote off $12.8 million in prepaid reseller royalties associated with
the exit of certain third-party reseller agreements, We wrote off an additional $7.8 million of capitalized third-
party products resulting from a change in strategy related to a portion of our Extended Process Integration, or
XPI, product. These write-offs were partially offset by lower royalties on other reseller agreements due to lower
related revenue during fiscal 2001. During fiscal 2000, we recorded amortization expense of $1.0 million related
to costs capitalized on our initial release of OneWorld. During fiscal 2001, amortization of capitalized software
was $11.4 million excluding software acquired as part of business acquisitions, which was primarily related to
major enhancements of our OneWorld applications.

During fiscal 2001, gross margin on license fee revenue decreased to 76.4% from 85.8% for fiscal 2000.
The decline was primarily a result of the write-off of $20.6 million associated with the exit of certain third-party
arrangements discussed above and declines in license fee revenue for fiscal 2001. Excluding these write-offs, the
gross margin for fiscal 2001 was 84.0%, compared to 85.8% for fiscal 2000.

Cost of services. Cost of services for fiscal 2001 decreased 11.3% to $344.2 million from $388.0 million
for fiscal 2000. The decrease for the period was due, in part, to a decline in business partner subcontracted
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professional services revenue, where- costs of services are greater than providing such services directly.
Additionally, there was a decrease in education revenue and related costs attributable to the elimination and
consolidation of several training facilities as part of our fiscal 2001 restructuring and overall consolidation of
training classes. Additionally, an 11% decline in related headcount from October 31, 2000, resulting from the
fiscal 2001 restructuring, contributed to declines in bonus, salary, and travel and entertainment expenses. The
gross margin on services revenue for fiscal 2001 improved to 44.7% compared to 35.7% for fiscal 2000. The
increase-was due to increased maintenance revenue, improved internal consultant utilization from direct service
engagements, and hlgher margins on.education services. .

Sales and marketmg Sales and marketing expense for fiscal 2001 decreased 20. 2% to $292.8 million from
$367.1 million for fiscal 2000. The decline was due to a 12% decrease in headcount resulting primarily from the
restructurings that decreased salary, bonus, travel and entertainment, and other office occupancy expenses.
Additionally, commission expense was lower in fiscal 2001 from fiscal 2000 due to reduced revenue from license
fees. These overall decreases were offset in part by increased advertising and promotion expense as we focused
on improving and increasing our market presence through increased marketing initiatives and programs.

General-and administrative. General and administrative expense for fiscal 2001 decreased 5.7% to $92.0
million from $97.6 million for fiscal-2000. The total dollar amount of expense declined due to a 10% decline in
telated headcount from October 31,- 2000, resulting primarily from the restructurings that decreased salary,
bonus, and travel and entertainment expenses. The overall decline from fiscal 2000 was offset, in part, by
increased costs in outside contract professmnal services associated with our revitalization plan efforts.

Research and development.- R&D expense for fiscal 2001 decreased 14.5% to $99.9 million compared to
$116.9 million for fiscal 2000. The decrease was primarily due to increased capitalization of software
development costs during fiscal 2001. Additionally, our overall cost savings efforts resulted in decreased bonus,
travel and entertainment, and office occupancy expense.

During fiscal 2000 and fiscal 2001, we devoted software engineering resources primarily to major
enbancements and new products associated with our OneWorld application suites, such as the September 2000
release of OneWorld Xe, as well as to the integration of our internally developed applications with third-party
applications. In addition to our internal R&D activities, we outsourced the development of software for
specialized industries, and we acquired source code rights for certain applications and other embedded
technology. During fiscal 2000, we capitalized $12.0 million associated ‘with internal development costs and
$31.4 million of costs related to third-party product rights and outsourced development. Comparatively, during
fiscal 2001, we capitalized $29.2 million associated with internal development costs and $9.1 million of costs
related to third-party product rights and outsourced development. Including all capitalized development costs,
R&D expenditures were $160.3 million and $138.2 million for fiscal 2000 and fiscal 2001, respectively,
representing 16% and 15% of total revenue, respectively.

Amortization and write-offs of acquired software and other acquired intangibles. Total amortization for
fiscal 2001 related to software, in-place workforce, customer -base, and goodwill resulting from our business
acquisitions was $11.6 million, $3.4 million, $5.6 million, and $4.4 million, respectively. Total amortization for
fiscal 2000 related to software, in-place workforce, customer base, and goodwill was $11.8 miilion, $3.2 million,
$5.6 million, and $4.5 million, respectively. Amortization of acquired intangibles resulting from the acquisition of
our longstanding business partner serving Australia and New Zealand began in the second quarter of fiscal 2000.

During the fourth quarter of fiscal 2001, we performed an impairment analysis of our acquired intangibles
under SFAS No. 121. Our impairment analysis resulted in a write-off of $2.5 million of intangible workforce
assets during the fourth quarter of fiscal 2001. No other impairment charges were recorded based on our analysis
of the capitalized software, customer base, and goodwill.

Fiscal 2000 restructuring and related charges. During fiscal 2000, the Board of Directors approved a
global restructuring plan to reduce our operating expenses and strengthen both our competitive and financial
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positions. Overall expense reductions were necessary both to lower our existing cost structure and to reallocate
resources to pursue our future operating strategies. The restructuring plan was precipitated by declining gross
margins and other performance measures such as revenue per employee over several fiscal quarters, as our
headcount and operating expenses grew at a faster rate than revenue. We also had incurred operating losses in
certain geographic areas. We effected the restructuring plan during the third quarter of fiscal 2000 by eliminating
certain employee positions, reducing office space and related overhead expenses, and modifying our approach for
providing certain services to our customers. Restructuring and related charges primarily consisted of severance
related costs for involuntarily terminated employees, operating lease termination payments, and office closure
costs. The majority of the restructuring actions occurred during the last six months of fiscal 2000, and remaining
actions, such as office closures or consolidations and lease terminations, were completed within one-year.

We incurred charges related to the fiscal 2000 restructuring plan for employee severance-related costs which
included termination payments, benefits, stock compensation, outplacement, and other related costs in the
amount of $16.7 million for involuntarily terminated employees worldwide. The total workforce reduction was
effected through a combination of involuntary terminations and reorganization of operations to permanently
eliminate open positions resulting from normal employee attrition. Specifically targeted were areas with
opportunities for more efficient processes that would reduce staffing, where operations were generating losses, or
where redundancy existed. We decreased our workforce by a total of 775 employees across most geographic
areas and functions of our business, including administrative, professional, and management positions. All
employee terminations occurred during the third quarter of fiscal 2000, although a limited number of
involuntarily terminated employees continued to provide us with transitional services (generally 30 to 60 days
from their termination date). Salary and benefits earned during the transition period were not included in the
restructuring charge, and severance packages were provided only to the 688 involuntarily terminated employees.

The charge for operating lease buyouts and related costs of $647,000 represented the actual or estimated
costs associated with the early termination of leases for computer equipment, phones, and automobiles that were
no longer necessary for operations due to our reduced workforce and facilities.

In addition to the decrease in employee positions, the restructuring plan provided for reduction in office
space and related overhead expenses. Office and training facility closure and consolidation costs in the amount of
$12.7 million were the estimated net costs to close specifically identified facilities, costs associated with
obtaining subleases, lease termination costs, and other related costs, offset by sublease income, in accordance
with the restructuring plan. We ciosed or consolidated several facilities worldwide, including offices in Denver,
Colorado, and regional offices in the United States, Europe, and the Asia Pacific region. During the third quarter
of fiscal 2000, the majority of Denver-based personnel were consolidated into the main corporate headquarters
campus, with the remaining moves completed within a one-year time frame. Other significant reductions, such as
those that occurred in Japan and certain European countries, were substantially completed during fiscal 2000. We
also closed or downsized several under-utilized training facilities as a result of our modified training approach.
Certain regional facilities, including Denver, Colorado; Chicago, Illinois; Dallas, Texas; Secaucus, New Jersey;
Rutherford, New Jersey; and Toronto, Canada, were closed, downsized, or significantly reduced. These closures
and reductions were completed by December 2000.

During fiscal 2000, we wrote off certain assets, consisting primarily of leasehold improvements, computer
equipment, and furniture and fixtures that were deemed unnecessary due to the reduction in workforce. These
assets were taken out of service and disposed of during fiscal 2000. During the last half of fiscal 2000, we
incurred other expenses of $557,000 related to additional asset write-offs, consolidation of office space, and
relocation of employees.

We completed all actions related to the fiscal 2000 restructuring by April 30, 2001. We recorded
adjustments to decrease the restructuring accrual by $627,000 during fiscal 2001. The adjustments were primarily
a result of operating lease buyouts being effectively reduced from the original estimate and successful
elimination of rental obligations on office closures earlier in the fiscal year. Additionally, the provision was
reduced as a result of favorable negotiations and reduced obligations surrounding employee termination costs.
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Fiscal 2001 restructuring and related charges and exit from certain third-party arrangements. During
fiscal 2001, our Board of Directors approved a two-phased strategic global restructuring plan (referred to as the
fiscal 2001 restructuring plan) precipitated by our operating losses, lower employee productivity levels, and the
general economic. downturn. Actions included the elimination of 398 employee positions in order to reduce the
total workforce and the computer equipment either owned or leased for employee use, and the closure or
consolidation of some operating facilities. The fiscal 2001 restructuring plan consisted of two phases (Phase I
and Phase II), initiated during the second and third quarters of fiscal 2001, and all actions were completed within
one year. Restructuring and related charges primarily consisted of severance-related costs for involuntarily
terminated employees, operating lease termination payments, and office closure costs.

We incurred charges related to the fiscal 2001 restructuring plan for termination payments, benefits,
outplacement, and other related costs in the amount of $2.1 million for the employees terminated in the second
quarter of fiscal 2001 as part of Phase I, and $7.3 million to the employees terminated in the third quarter of
fiscal 2001 as part of Phase II. Specifically targeted were areas with opportunities for increasing the management
span of control by improving staffing ratios, reducing layers of management, and eliminating non-essential
functions. We decreased our workforce by a total of 34 employee positions during Phase I and 364 employee
positions during Phase Il across administrative, professional, and management positions and various functions of
our business. All employee terminations related to Phase I occurred during the second quarter of fiscal 2001, and
all employee terminations related to Phase II occurred during the third quarter of fiscal 2001. A limited number
of terminated employees continued to provide us with transitional services (generally 30 to 60 days from their
termination date). Salary and benefits earned during the transition period were not included in the restructuring
charge.

In accordance with the fiscal 2001 restructuring plan, operating lease buyouts and related costs in the
amount of $1.5 million were the costs associated with the early termination of leases for personal computer
equipment and equipment in training facilities or technology labs that were no longer necessary for operations
due to the reduced workforce and the closure or consolidation of those training facilities or technology labs in
accordance with the fiscal 2001 restructuring plan.

In addition to the decrease in employee positions, Phase II of the fiscal 2001 restructuring plan provided for
reduction in specific office space, underutilized training facilities, and related overhead expenses. Office and
training facility closure and consolidation costs in the amount of $10.9 million are the estimated net costs to close
specifically identified facilities, costs associated with obtaining subleases, lease termination costs, and other
related costs, offset by estimated sublease income in accordance with the fiscal 2001 restructuring plan. We
closed or consolidated several offices worldwide, including offices in Denver, Colorado, and regional offices in
the United States, Europe, and the Asia Pacific region.

“During " fiscal 2001, we wrote off $3.4 million of certain assets, consisting primarily of leasehold
improvements, computer equipment, and furniture and fixtures that were deemed unnecessary due to the
reduction in workforce as part of Phase II of the fiscal 2001 restructuring plan. These assets were taken out of
service and disposed of during the last six months of fiscal 2001.

We recorded imiaterial adjustments to both the Phase I and Phase II restructuring charges during fiscal
2001. For a detailed reconciliation refer to Note 7 in the Notes to the Consolidated Financial Statements in Item
15 of this Annual Report on Form 10-K for October 31, 2002, beginning on page F-6.

Additionally, we reviewed our business alliances during fiscal 2001. As a result of this review, we decided
to exit certain reseller arrangements for which prepaid royalty balances existed. We wrote off $12.8 million in
prepaid royalties associated with these third-party agreements and $7.8 million of capitalized third-party products
resulting from a change in strategy related to.a portion of our XPI product. These charges are included in cost of
license fees on the accompanying consolidated statement of operations.
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Other income and expense. Interest and dividend income decreased $1.9 million, or 13%, during fiscal
2001 compared to fiscal 2000 due primarily to lower cash, cash equivalents, and investments balances, and lower
interest rates during fiscal 2001. In addition, during fiscal 2001, a $7.2 miilion loss was recognized for other than
temporary declines in the fair value of certain equity investments. Comparatively, during fiscal 2000, other
income included an $18.9 million gain realized on the sale of certain equity investments.

During fiscal 2001, we recorded a reserve against a $5.9 million secured promissory note obligation from a
privately held company related to the sale of a product line. The note was secured by collateral that we recovered
after the note was deemed uncollectible. The $1.3 million charge incurred represented a write-down of the note to
its net realizable value, based on the estimated fair value of the collateral. The collateral was recorded in
capitalized software costs and is being amortized over a three-year period. At October 31, 2002, the remaining
net book value of the collateral was $542,000.

Also, included in other income and expense were net foreign currency gains of $742,000 for fiscal 2001,
and net foreign currency losses of $422,000 for fiscal 2000. The gains related primarily to the overall downturn
in the United States economy during fiscal 2001 and the weakening of the U.S. dollar against foreign currencies.
The losses during fiscal 2000 related primarily to the overall strengthening of the U.S. dollar against European
currencies. We enter into forward foreign exchange contracts to mitigate foreign currency exchange risk of
monetary assets and liabilities denominated in foreign currencies. In both fiscal 2000 and fiscal 2001, the gains
and losses from these contracts offset the actual gains and losses.

Benefit from and provision for income taxes. Our effective income tax rate was a negative 272% for fiscal
2001 compared to 25% for fiscal 2000. Qur effective income tax rate declined during fiscal 2001 compared to
fiscal 2000 due to the non-cash valuation allowance provided during the third quarter of fiscal 2001 to fully
reserve the net deferred tax asset at July 31, 2001. Under SFAS No. 109, deferred tax assets and liabilities are
determined based on differences between the financial reporting and tax basis of assets and liabilities. SFAS No.
109 provides for the recognition of deferred tax assets if realization of such assets is more likely than not. The
valuation allowance was recorded after we considered a number of factors, including our cumulative operating
losses in fiscal 1999, fiscal 2000, and fiscal 2001. Based on the weight of positive and negative evidence
regarding the recoverability of the net deferred tax asset, we concluded that a valuation allowance was required
to fully offset the net deferred tax assets, as it is more likely than not that the net deferred tax asset will not be
realized. As a result of this valuation allowance, the income tax provision reflected in the financial statements
since July 31, 2001, represents current taxes.

Quarterly Results of Operations/Supplementary Financial Information

The following table sets forth certain unaudited consolidated statement of income data, both in absolute
dollars and as a percentage of total revenue (except for gross margin data), for each of our last eight quarters.
This data has been derived from unaudited consolidated financial statements that have been prepared on the same
basis as the annual audited consolidated financial statements and, in our opinion, include all adjustments
(consisting only of normal recurring adjustments) necessary for a fair presentation of such information. During
fiscal 2002, we adopted EITF Issue No. 01-14 which requires reimbursements received for out-of-pocket
expenses to be reported as services revenue in the statement of operations. Our financial results of operations for
prior quarters include reclassifications to conform to the new presentation. This change had no effect on
operating income or loss or net income or loss for any period presented. In accordance with EITF Issue No.
01-14, the following reimbursable expense amounts are now reflected as revenue and cost of revenue (in
thousands):

Three-Month Period Ended

Jan. 31, April30, July3l, Oct.31, Jan. 31, April3d, July3i, Oct 31,
2001 2001 2001 2001 2002 2002 2002 20602

Reimbursable expense adjustment ......... $4,386 $5,238 $5,159  $5505  $4,109 $5,342 $4,663  $5,452
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These unaudited quarterly results should be read in conjunction. with the consolidated financial statements
and notes thereto appearing elsewhere in this Annual Report on Form 10-K. The consolidated results of
operations for any quarter are not necessarily indicative of the results for any future period.

Three-Month Period Ended

Jan. 31, April30, July31, QOct. 31, Jan.31, Aprit30, July3i, Oct. 31,
2001 2601 2001 2001 2002 2002 2002 2002
(in thousands, except per share data)
Consolidated Statements of
Operations:
Revenue: .................... ..
License fees .................. $ 82,669 $ 62,322 % 50005 $ 76,873 $ 43,940 $ 54070 $ 54,918 $ 74,093
Services ...t 139,402 159,578 159,359 164,060 160,728 169,530 174,038 173,140
Total revenue ............... 222,071 - 221,900 209,364 240,933 204,668 223,600 228,956 247,233
Costs and expenses:
Cost of license fees (including
write-offs of certain third-party
product arrangements of $7,804
and $12,762 for the three months
ended April 30, 2001, and July
31, 2001, respectively) ........ 15,662 17,131 21,491 9,905 5,283 9,209 9,297 10,973
Costof services ............... 86,979 89,451 84,571 83,175 78,519 81,164 79,992 85,175
Sales and marketing ............ 72,809 73,418 78,437 68,094 63,735 68,900 73,288 69,643
General and administrative . .. .. .. 23,700 23,773 21,229 23,261 22,380 22,427 21,840 23,771
Research and development .. ... .. 25,942 24,385 23,916 25,700 29,131 30,432 30,642 33,087
Amortization of acquired software )
and other acquired intangibles
and acquisition-related deferred
compensation ............... 6,211 6,144 6,614 8,419 6,328 6,379 5,276 4,274
Acquired in-process research and
development ................ — — — - 4,600 — — —
Restructuring and other related .
charges .................... 1,043 1,446 21,737 1,395 (30) 1,576 — —
Total costs and expenses .. .... 232,346 235,748 257,995 219,949 209946 220,087 220,335 226,923
Operating income (loss) ........... (10,275)  (13,848) (48,631) 20,984 (5,278) 3,513 8,621 20,310
Other income,net ................ 3,325 1,346 (1,870) 649 470 589 2,401 2,932
Income (loss) before income taxes . . . (6,950) (12,502)  (50,501) 21,633 (4,808) 4,102 11,022 23,242
Income tax provision (benefit) . ... .. 2,571) (5,035) 135,400 3,639 (675) 576 1,548 (14,084)
Net income (loss) ................ $ (4379 § (7,467) $(185901) § 17994 $ (4,133) § 3,526 $ 9474 3 37,326
Net income (loss) per common share:
Basic ............ ... . $ (004 $ (@©O7) $ (165 % 016 $ (©04 $ 003 $ 008 $ 031
Diluted ...................... $ (004 $ (0O07) $§ (165 $ 016 $ (004 3 003 $ 008 $ 031
Weighted-average shares outstanding:
Basic ...........ooooiii 110,758 112,027 112,353 111,976 116,500 118,564 118934 119,223
Diluted ................... o 110,758 112,027 112,353 112,523 116,500 122,723 121,127 121,609
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Three-Month Period Ended

Jan. 31, April38, July3l, Oct.31, Jan.31, April30, July3i, Oct 31,
2001 2001 2001 2601 2002 2002 2002 2002

(in thousands, except per share data)

As a Percentage of Total Revenue:

Revenue:
Licensefees .........coovvvieinnnn.. 37.2% 28.1% 23.9% 31.9% 21.5% 24.2% 24.0% 30.0%
Services ... i 62.8 71.9 76.1 68.1 78.5 75.8 76.0 70.0
Totalrevenie ..................... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Costs and expenses:

Cost of license fees (including write-offs
of certain third-party product
arrangements of $7,804 and $12,762 for
the three months ended April 30, 2001,

and July 31, 2001, respectively) . ...... 7.0 7.7 10.3 4.1 26 4.1 4.1 4.4
Costof services .............ooiun. 39.2 40.3 404 34.5 38.4 36.3 34.9 34.5
Sales and marketing .................. 328 331 37.5 283 311 308 320 28.2
General and administrative .. ........... 10.7 10.7 10.1 9.6 109 10.0 9.5 9.6
Research and development . ............ 11.7 11.0 i1.4 107 14.2 13.6 13.4 134

Amortization of acquired software and
other acquired intangibles and
acquisition-related deferred

COmMPpensation . ... .........uua..... 2.8 2.8 3.1 35 32 2.9 2.3 1.7
Acquired in-process research and
development ...................... — — — — 2.2 — — —
Restructuring and other related charges . . . 04 0.6 104 0.6 — 0.7 — —
Total costs and expenses ............ 104.6 106.2 123.2 91.3 102.6 98.4 96.2 91.8
Operating income (10ss) ................. 4.6) 6.2) (23.2) 8.7 2.6) 1.6 3.8 8.2
Other income (expense),net .. ............. 1.5 0.6 (0.9) 0.3 0.3 0.3 1.0 1.2
Income (loss) before income taxes ......... 3.1) (5.6) (24.1) 9.0 (2.3) 1.9 4.8 9.4
Income tax provision (benefit) ............ (1.1) 2.2) 64.7 1.5 0.3) 0.3 0.7 5.7)
Netincome (IoSS) .. ..vvvvein e, 2.0)% B4H% (88.8)% 7.5% 2.00% 1.6% 4.1% 151%

Gross margin on license fee revenue

(including write-offs of certain third-party

product arrangements of $7,804 and

$12,762 for the three months ended April

30, 2001, and July 31, 2001,

respectively) ......... . il 81.1% 72.5% 57.0% 87.1% 88.0% 83.0% 83.1% 85.2%
Gross margin on license fee revenue

(excluding write-offs of certain third-party

product arrangements of $7,804 and

$12,762 for the three months ended April

30, 2001, and July 31, 2001,

respectively) ... 81.1% 85.0% 82.5% 87.1% 88.0% 83.0% 83.1% 85.2%
Gross margin on services revenue . ........ 37.6% 43.9% 46.9% 49.3% 51.1% 52.1% 54.0% 50.8%

We believe that future revenue, expenses, and operating results are likely to vary significantly from quarter
to quarter. As a result, quarterly comparisons of operating results are not necessarily meaningful or indicative of
future performance. Furthermore, we believe that in some future quarters our operating results will be below the
expectations of public market analysts or investors. In such event—or in the event that adverse conditions prevail,
or are perceived to prevail, with respect to our business or generally—it is likely that the market price of our
common stock would be materially adversely affected. See “Risk Factors—QOur quarterly operating results may
be difficult to predict and may fluctuate substantially, which may adversely affect our stock price.”
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Liguidity and Capita] Resources

As of October 31, 2002, our principal sources of liquidity consisted of $320.3 million of unrestricted cash,
cash equivalents, and long-term marketable securities and other investments, which excludes $36.0 million of
restricted cash, cash equivalents, and investments. Additionally, we have a $50.0 million secured, revolving line
of credit that can be utilized for working capital requirements and other general corporate purposes. In June
2002, we elected to reduce the commitment under our bank line of credit to $50.0 million from $100.0 million as
a result of our improved financial position, results of operations, and cash flows. As of October 31, 2001 and
2002, $100.0 million and $50.0 million were available under our bank line of credit, respectively, and no
amounts were outstanding

- As of October 31, 2002, we had working capital of $179.2 million. This amount includes $181.7 million of
short-term deferred revenue and customer deposits, which represent annual maintenance billings to customers
that are recognized as revenue ratably over the support service period. Excluding the short-term deferred revenue
and customer deposits, working capital would have been $360.9 million. Comparatively, as of October 31, 2001,
we had working capital of $125.2 million, including $167.5 million of short-term deferred revenue and customer
deposits. Excluding the short-term deferred revenue and customer deposits, working capital would have been
$292.7 million. The fiscal 2002 improvement in liquidity was primarily due to improved operating cash flow.

We calculate accounts receivable DSO on a “gross” basis by dividing the accounts receivable balance at the
end of the quarter by revenue recognized for the quarter multiplied by 90 days. Accordingly, the accounts
receivable balances related to the deferred revenue are generally included in the computation prior to the
recognition of the related revenue. Calculated as such, DSO improved to 70 days as of October 31, 2002,
compared to 80 days as of October 31, 2001. The decrease was due primarily to our improved success in
collection of cash from customers and a lower average number of days granted under customer payment terms
during fiscal 2002 compared to fiscal 2001. Our DSO can fluctuate depending on a number of factors, including
the volume of revenue that is recognized toward the end of each period, the timing of annual maintenance
billings during the first quarter of any fiscal year, customer payment terms, and the variability of quarterly
revenue. Additionally, based on our improved collection results, we reduced our allowance for doubtful accounts
by approximately $4.6 million in fiscal 2002.

Net intangibles and other assets, including goodwill, increased to $74.8 million at October 31, 2002,
compared to $22.2 million at October 31, 2001 resulting from the first quarter of fiscal 2002 acquisition of
YOUcentric. The $14.2 million increase in unearned revenue and customer deposits from October 31, 2001, was
primarily due to an increase in annual maintenance contract billings that are recorded as unearned revenue when
invoiced and recognized as revenue over the contract period. The $5.4 million decrease in accrued liabilities from
$144.2 million at October 31, 2001, was primarily the result of the decline in vacation accruals, the continued
reduction of restructuring accruals previously discussed, and fiscal 2002 payments for purchased software
previously accrued. These decreases in accrued liabilities were offset, in part, by an increase in accrued bonuses
for our fiscal 2002 bonus plan and increased commissions payable.

We generated $138.1 million in cash from operating activities in fiscal 2002 compared to $66.6 million in
fiscal- 2001 and $4.3 million in fiscal 2000. The increase in cash generated from operations in fiscal 2002
compared to fiscal 2001 was primarily due to an increase in income from operations and increased collections of
accounts receivable. Cash from operating activities for fiscal 2001 was negatively affected by operating losses
and the fiscal 2001 restructuring activities, together with higher payments for reseller arrangements. The increase
in cash generated from operations in fiscal 2001 compared to fiscal 2000 was primarily due to fewer third-party
contractual prepayments in fiscal 2001 compared to fiscal 2000 and increased collections of domestic accounts
receivable.

We used $68.2 million in cash for non-operating activities during fiscal 2002, $14.6 million during fiscal
2001, and generated $68.8 million in fiscal 2000. The increase in cash used for non-operating activities in fiscal
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2002 compared to fiscal 2001 was primarily due to reduced proceeds from the sales or maturities of investments
in marketable securities. During the last half of fiscal 2002, we began to reinvest in long-term marketable
securities. However, the majority of our investments throughout fiscal 2002 were in cash and cash equivalents
due to reduced interest rates on short-term and long-term marketable securities compared to fiscal 2001. During
fiscal 2002, we received fewer cash proceeds from the issuance of common stock. Additionally, a decrease in
cash resulted from designating a portion of our lease collateral associated with our corporate headquarters as
restricted in accordance with our amended security agreements, discussed below. These increases in cash used
were offset, in part, by the decrease in our purchase of short- and long-term marketable securities, resulting in
carrying lower investment balances throughout fiscal 2002, as discussed above. The fiscal 2001 decrease from
fiscal 2000 was primarily attributable to decreased net proceeds from the purchase and sales of our investments
in marketable securities, additional investments in capitalized software development costs, and a decline in the
proceeds resulting from issuances of our common stock under stock options and employee stock plans.

In August 1999, our Board of Directors authorized the repurchase of up to 8.0 million shares of our common
stock under a share repurchase plan that was designed to partially offset the effects of share issuances under the
stock option plans and Employee Stock Purchase Plan, or ESPP. In accordance with the share repurchase plan,
we executed settlements of forward contracts to purchase approximately 5.0 million shares of our common stock
for $94.4 million in cash, during fiscal 2001. During fiscal 2000, we entered into forward contracts for the
purchase of approximately 5.2 million shares of our common stock in accordance with the stock repurchase plan,
and we settled contracts for the purchase of approximately 2.5 million shares for a total of $90.5 million in cash.
There were no outstanding forward contracts that required the future purchase of common stock as of October
31, 2001 or 2002. We did not enter into any forward contracts for the purchase of our common stock during
fiscal 2002, and the share repurchase plan terminated on June 1, 2002. At October 31, 2001 and 2002,
approximately 1.7 million and 3.3 million, respectively, of the repurchased shares have been reissued to fund our
ESPP and the discretionary 401(k) Plan contribution, and approximately 3.6 million and 2.0 million remaining
shares, respectively, were held as treasury stock to fund future stock issuances. The treasury shares are recorded
at cost, and reissuances are accounted for on the first-in, first-out method.

In November 2001, we amended our Certificate of Incorporation and created a series of 300,000 shares of
preferred stock designated as Series A Participating Preferred Stock with a par value of $0.001 per share,
pursuant to a Stockholder Rights Plan. Under the Stockholder Rights Plan, we issued one right for each share of
our common stock, held by our stockholders of record as of the close of business on November 26, 2001. The
Stockholder Rights Plan is designed to deter coercive or unfair takeover tactics and to prevent an acquiring entity
from gaining control of J.D. Edwards without offering a fair price to all of our stockholders.

Our corporate headquarters buildings were constructed on land owned by us and are leased under operating
leases. During fiscal 1997 and fiscal 1998, we entered into six-year master lease agreements with a lessor, a
wholly owned subsidiary of a bank, which together with a syndication of other banks, provided the financing of
$121.2 million in purchase and construction costs of the buildings through a combination of debt and equity. Our
lease obligations are based on a return on the lessor’s costs. We also have an option to purchase the leased
properties during the term of the lease for approximately $121.2 million, the amount expended by the lessor and
syndication of banks for purchase and construction costs. In the event that we do not exercise our purchase
option, we guarantee the residual value of each building up to approximately 85% of its original cost. We do not
believe that we will be called upon to perform under the residual guarantee to satisfy any of our financial
obligations under the lease. We currently intend to exercise our option to purchase the leased properties upon
termination of the leases, occurring between April and November of 2004, for a total of approximately $121.2
million, which will be financed with either existing cash balances or new financing arrangements.

We can elect to reduce the interest rate used to calculate lease expense by collateralizing the financing
arrangements with investments. At October 31, 2001 and 2002, investments totaling $67.2 million and $117.6
million, respectively, were designated as collateral for these leases. During the third quarter of fiscal 2002, we
elected to increase the total amount of investments designated as financing collateral in order to reduce the
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interest rate used to calculate our lease expense, which will partially offset an expected overall increase in
interest rates during fiscal 2003. We expect to pay approximately $3.8 million in rent expense for our
headquarters during fiscal 2003 based on expected interest rates compared to $2.8 million in rent expense for our
headquarters during fiscal 2002. The majority of investments designated as.collateral are included in cash and
cash equivalents on the accompanying consolidated balance sheets.

During the fourth quarter of fiscal 2001, we obtained a covenant compliance waiver related to the
profitability covenant from one of the syndicate banks. In' connection with the waiver, we designated $16.0
million of existing collateral as restricted cash and cash equivalents. During the first quarter of fiscal 2002, we
executed amendments to the security agreements on the remaining leased buildings and designated an additional
$19.4 million of the collateral as restricted cash and cash equivalents. The lease collateral represents substantially
all of the $36.0 million restricted cash, cash equivalents, and investments on the accompanying consolidated
balance sheets. We may withdraw the incremental funds used as collateral, excluding the restricted amounts, at
our sole discretion provided that we are not in default under the lease agreements. At October 31, 2001 and 2002,
funds used as collateral in the amount of $51.2 million and $82.2 million, respectively, were available for
withdrawal. At October 31, 2001 and 2002, we were in compliance with the covenants, representations, and
warranties required under the lease agreements.

Centractual Obligations and Commercial Commitments

The following summarizes our significant contractual obligations, which are comprised of our lease
obligations, at October 31, 2002, and the effect these significant contractual obligations are expected to have on
our liquidity and cash flows in future periods (in thousands):

October 31,
2003 2004 2005 2006 2007 Thereafter Total
Operating leases ............... $38,830 § 32,998 $18,687 $9,834 $6,895 $21,228 $128,472
Option to purchase facilities under
master lease agreement . .. ... .. — 92,191 29,009 — — — 121,200

Total commitments ............. $38,830 $125,180 $47,696 $9,834 $6,895 $21,228 $249,672

We have commercial commitments related to our corporate headquarters buildings, as discussed above. We
guarantee the residual value of each building up to approximately 85% of its original cost. We do not believe that
the residual guarantee will be exercised to satisfy any of our financial obligations under the lease. Our lease
obligations are based on a return on the lessor’s costs, as discussed above.

Additionally, we have a $50.0 million revolving line of credit which expires in July 2003. Amounts
outstanding under this line of credit are secured by our accounts receivable. The primary purpose of this line of
credit is for general corporate use and to increase our financial flexibility. As of 2002, the entire $50.0 million
was available under our bank line of credit and no amounts were outstanding.

We also enter into forward foreign exchange contracts to mitigate foreign currency exchange risk of
monetary assets and liabilities denominated in foreign currencies. The instruments generally mature in three
months or less and all contracts are entered into with major financial institutions. At October 31, 2002, we had
approximately $78.5 million of gross U.S. dollar equivalent forward foreign exchange contracts outstanding,

We have no significant commitments for capital expenditures at October 31, 2002. We believe that our cash
and cash equivalents balance, our short- and long-term investments, our $50.0 million bank line of credit, and our
funds generated from operations will be sufficient to meet cash needs for the short- and long-term. We may use a
portion of those investments to make strategic investments in other companies or acquire businesses, products, or
technologies that are complementary to our business. We also may invest more of our cash balances in additional
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short- and long-term investments. During fiscal 2001 and fiscal 2002, a significant portion of our cash inflows
were generated by our operations. However, the continued slowdown in the global economy, strong competitive
forces, the maturity of the traditional ERP market, challenges of entering new markets, and effects from
organizational and management changes may negatively impact our ability to generate positive cash flow from
operations. There can be no assurance that we will not require additional funds to support working capital
requirements or for other purposes, in which case we may seck to raise such additional funds through public or
private equity financing or from other sources. There can be no assurance that such additional financing will be
available or that, if available, such financing will be obtained on terms favorable to us and would not result in
additional dilution to our stockholders.

Recent Accounting Pronouncements

The FASB has recently issued certain accounting pronouncements that may impact our business. For a
complete discussion of these accounting pronouncements, see Note 1 in the Notes to the Consolidated Financial
Statements in Item 15 of this Annual Report on Form 10-K for October 31, 2002, beginning on page F-6.

Item 7A. Quantitative and Qualitative Disclosure About Market Risk

In the ordinary course of our operations, we are exposed to certain market risks, primarily changes in
foreign currency exchange rates and interest rates. Uncertainties that are either nonfinancial or non-
quantifiable-—such as political, economic, tax, other regulatory, or credit risks—are not included in the following
assessment of our market risks.

Foreign currency exchange rates. Operations outside the United States expose us to foreign currency
exchange rate changes and could affect translations of foreign denominated assets and liabilities into U.S. dollars
and future earnings and cash flows from transactions denominated in different currencies. The exposure to
currency exchange rate changes is diversified due to the number of different countries in which we conduct
business. We operate outside the United States primarily through wholly owned subsidiaries in Europe, Africa,
Asia-Pacific, Canada, and Latin America. These foreign subsidiaries use either the local currency or the euro as
their functional currency because revenue is generated and expenses are incurred in such currencies.

A substantial portion of our total revenue is derived from international sales and is therefore subject to the
related risks, including general economic conditions in each country, overlap of different tax structures, difficulty
of managing an organization spread over various countries, changes in regulatory requirements, compliance with
a variety of foreign laws and regulations, longer payment cycles, and volatilities of exchange rates in certain
countries. A significant portion of our business is conducted in currencies other than the U.S. doilar. During
fiscal 2002, 37% of our total revenue was generated from international operations, and the net assets of our
foreign operations at October 31, 2002, represented 10% of consolidated net assets. Foreign exchange rates could
adversely affect our total revenue and results of operations throughout fiscal 2003 if the U.S. dollar strengthens
relative to certain foreign currencies.

In addition to the above, we have balance sheet exposure related to foreign net assets and forward foreign
exchange contracts. We enter into forward foreign exchange contracts to mitigate the exposure effects of
exchange rate changes on cash from receivables and payables denominated in certain foreign currencies. Such
forward foreign exchange contracts cannot completely protect us from the risk of foreign currency losses due to
the number of currencies in which we conduct business, the volatility of currency rates, and the constantly
changing currency exposures. Foreign currency gains and losses, which are recorded on the accompanying
consolidated statement of operations, will continue to result from fluctuations in the value of the currencies in
which we conduct operations as compared to the U.S. dollar, and future operating results W1]1 continue to be
affected by gains and losses from foreign currency exposure.

We prepared sensitivity analyses of our exposures from foreign net assets and forward foreign exchange
contracts as of October 31, 2002, and our exposure from anticipated foreign revenue for fiscal 2003 to assess the
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impact of hypothetical changes in foreign currency rates. Qur analysis assumed a 10% adverse change in foreign
currency rates in relation to the U.S. dollar. Based on the results of the forward foreign exchange contract
analyses, a 10% adverse change in foreign exchange rates from the October 31, 2002, rates would not result in a
matenal 1mpact to our results of operatlons cash flows, or financial condition for the next fiscal year.

Interesi Rates. Our pdnfolio of investments is subject to interest rate fluctuations. Investments, including .
cash equivalents, consist of U.S. government treasury and agency securities and corporate debt securities with
maturities no jonger than 30 months, as well as money market mutual funds and corporate equity securities. We
classify all investments in marketable securities as available for sale, and these investments are carried at fair
value as generally determined by their quoted market prices, Unrealized gains or losses are included, net of tax
(prior to our valuation allowance), as a component of accumulated other comprehensive income or loss.
Additionally, we have lease obligations calculated as a return on the lessor’s costs of funding based on the
London Interbank Offered Rate, or LIBOR, and adjusted from time to time to reflect any changes in our leverage
ratio. Changes in interest rates could impact our anticipated interest income and lease obligations or could impact
the fair market value of our investments.

" We prepared $ensitivity analyses of our interest rate exposures and our exposure from anticipated
investmernt and borrowing levels for fiscal 2002 to assess the impact of hypothetical changes in interest rates.
Based on the results of: these ahalyses, a 10% adverse change in interest rates from the October 31, 2002, rates
would not have d material adverse effect on the fair value of investments and would not materially affect our
results of operatiens, cash’flows, or financial condition for the fiscal year ending October 31, 2003.

Item 8. Consolidated Financial Statements and Supplementary Data

" The fmanmal Statements’ requlred pursuant to this item aré included in Item 15 of this Annual Report on
Form 10-K and begin on page F-1. The supplementary financial information required by this item is included in
“Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations” under the
subsection titled “Quarterly Results of Operations/Supplementary Financial Information.”

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

PART II

Item 10. Qur Directors and Executive Ofﬁcers

information set forth in the sections titled “Information About Nominees and Other Directors” and “Section 16(a)
Beneficial Ownership Reporting Compliance” in our proxy statement for the 2003 Annual Meeting of
Stockholders (the 2003 Proxy Statement) to be filed with the Commission within 120 days after the end of our
fiscal year ended October 31, 2002, except that the information required by this item concerning our executive
officers is incorporated by reference to the information set forth in the section titled “Our Executive Officers” at
the end of Part I of this Annual Report on. Form 10-K.

Item 11. “Executive Compensation

The information required by this item regarding executive compensation is incorporated by reference to the
information set forth in the sections titled “Directors’ Compensation” and “Compensation of Executive Officers”
in our 2003 Proxy Statement.

51




Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item regarding security ownership of certain beneficial owners and
management, as well as equity compensation plans, is incorporated by reference to the information set forth in
the sections titled “Beneficial Owners and Management’s Ownership of J.D. Edwards Stock” and “Equity
Compensation Plan Information” in our 2003 Proxy Statement.

Item 13. Certain Relationships and Related Transactions

The information required by this item regarding certain relationships and related transactions is incorporated
by reference to the information set forth in the section titled “Certain Relationships and Related Transactions” in
our 2003 Proxy Statement. ‘

Item 14. Contirols and Procedures

(a) Evaluation of disclosure controls and procedures. Within 90 days prior to the filing date of this
Annual Report on Form 10-K (the “Evaluation Date”), we evaluated, under the supervision of our Chief
Executive Officer and our Chief Financial Officer, the effectiveness of our disclosure controls and procedures.
Based on this evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that our
disclosure controls and procedures are effective to ensure that information we are required to disclose in reports
that we file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized, and
reported within the time periods specified in SEC rules and forms.

(b) Changes in internal controls. Subsequent to the Evaluation Date, there were no significant changes in
our internal controls or in other factors that could significantly affect our internal controls, including any
corrective actions with regard to significant deficiencies and material weaknesses.

PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) The following documents are filed as part of this Annual Report on Form 10-K:
1. Consolidated Financial Statements.

The following consolidated financial statements of J.D. Edwards are filed as part of this report:

Eag
Report of Independent Accountants ........ ... ..ottt F-1
Consolidated Balance Sheets . ...... ... ... i i i F-2
Consolidated Statements of Operations . ............vtit e enenriennennennn. F-3
Consolidated Statements of Changes in Stockholders’ Equity .................... F-4
Consolidated Statements of Cash Flows ........ ... ... ... .. . i e .. F-5
Notes to Consolidated Financial Statements ................cviiirennrnrnn... F-6

2. Consolidated Financial Statements Schedule.

The following financial statement schedule of J.D. Edwards for each of the years ended October
31, 2000, 2001, and 2002, is filed as part of this Form 10-K and should be read in conjunction with our
Consolidated Financial Statements and the related notes thereto.
Page

Schedule II — Valuation and Qualifying Accounts . ......... ... ... .oviiin, S-1

Schedules other than the one listed above have been omitted since they are either not required, not
applicable, or the information is otherwise included.
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3. Exhibits.

. The exhibits listed on the accompanying index to exhibits 1mmed1ately following the financial
statement schedule are filed as part of, or incorporated by reference mto this Form 10- K

(b) Reports on Form 8-K:
Not applicable.
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SIGNATURES

Pursuant to the requirements of Segtion 13 or 15(d) of the Securities Exchange Act of 1934, as
amended, the Registrant has duly caused this Form 10-K to be signed on its behalf by the undersigned,
thereunto duly authorized on this 6th day of December 2002.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
below by the following persons on December 6, 2002, on behalf of the Registrant and in the capacities

indicated.

Name

/s/  ROBERT M. DUTKOWSKY
Robert M. Dutkewsky

/s/ RICHARD E. ALLEN
Richard E. Allen

/s/ PAMELA L. SAXTON
Pamela L. Saxton

/s{ GERALD HARRISON
Gerald Harrison

/s/  DeLwIN D. Hock
Delwin D. Hock

/s/ MICHAEL J. MAPLES
Michael J. Maples

/s/ TRYGVE E. MYHREN
Trygve E. Myhren

/s/ ROBERT C. NEWMAN
Robert C. Newman
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Title

Chairman of the Board, President, and Chief
Executive Officer (principal executive officer)

Chief Financial Officer, Executive Vice President,
Finance and Administration, and Director
(principal financial officer)

Vice President of Finance, Controller, and Chief

Accounting Officer (principal accounting officer)

Director

Director

Director

Director
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CERTIFICATIONS

I, Robert M. Dutkowsky, certify that:

L
2.

I have reviewed this annual report on Form 10-K of J.D. Edwards and Company;

- Based on my knowledge, this annual report does not contain any untrue statement of a material fact
‘or omit to state a material fact necessary to make the statements made, in light of the circumstances

under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition; results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date

within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

) presented in. this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls. which could
adversely affect the registrant’s ability to record, process, summarize and report financial
data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and ‘

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

- The registrant’s other certifying officer and I have indicated in this annual report whether there were

significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: December 6, 2002

/s/ ROBERT M. DUTKOWSKY

Chairman, President, and Chief Executive
Officer (principal executive officer)
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CERTIFICATIONS

I, Richard E. Allen, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of J.D. Edwards and Company;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial
data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: December 6, 2002

/s/ RICHARD E. ALLEN

Chief Financial Officer, Executive Vice
President, Finance and Administration
and Director (principal financial officer)

56




REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders and Board of Directors of
J.D. Edwards & Company

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(2)(1) on
page 52 present fairly, in all material respects, the financial position of J.D. Edwards & Company and its
subsidiaries at October 31, 2001 and 2002, and the results of their operations and their cash flows for each of the
three years in the period ended October 31, 2002, in conformity with accounting principles generally accepted in
the United States of America. In addition, in our opinion, the consolidated financial statement schedule listed in
the index appearing under Item 15(a)(2) on page 52 presents fairly, in all material respects, the information set
forth therein when read in conjunction with the related consolidated financial statements. These consolidated
financial statements and consolidated financial statement schedule are the responsibility of the Company’s
management; our respon51b111ty is to express an opinion on these consolidated financial statements and
consolidated financial statement schedule based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States of America, which require that we
plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We beheve that our audlts provide a
reasonable basis for our opinion.

/s/ PRICEWATERHOUSECOOPERS LLP

Denver, Colorado
November 21, 2002
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J.D.EDWARDS & COMPANY

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

QOctober 31,
2001 2002

ASSETS

Current assets:

Cash and cash eqUIVALENLS . .. ...\t ... $231,952 $302,830
SROTt-1erm INVESHMIENES « o o v v o e e et e e e e et e e e e e e e e e 1,515 301

Accounts receivable, net of allowance for doubtful accounts of $16,900 and $12,300
at October 31, 2001 and 2002, respectively ....................... U, - 214,621 193,202
Other CUITERE ASSELS « « o v v e e ettt et e e e e e e e e e e e e e e . . 31,370 38,344
TOtal CUITENT BSSEES + v v v it it et ettt e et e e e e s 479,458 534,677
Long-term marketable securities and other investments . .. ......................... 702 17,203
Restricted cash, cash equivalents, and investments ................. ... ... 15,960 35,995
Property and eqUIPMENt, MET . . ... oottt 70,021 69,728
SOFIWATE COSTS, TIBE « « . v v e vt et e e et e e ettt e et e e e e e e 72,821 77,275
GOOAWILL, NBE .« ottt et e e e . 7,741 66,250
Intangibles and other assets, MeL ... ... .t i 14,429 8,525
$661,132 $809,653

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable ... ... $ 42,616 $ 35,032
Unearned revenue and customer deposits .. ........ovuuiin .. 167,487 181,728
Accrued liabilities .. ... ..o e 144,163 138,737
Total current liabilities . ......... oottt i e 354,266 355,497
Unearned revenue, net of current portion, and other .............................. 7,807 12,271
Total HAbIIItIES . oottt e ettt ettt et e e e 362,073 367,768

Commitments and contingencies (Note 11)
Stockholders’ equity:
Preferred stock, $.001 par value; 4,700,000 shares authorized; none outstanding . . .. — —
Preferred stock, series A participating, $.001 par value; 300,000 shares authorized;
none outStanding . .. ..... e — —
Common stock, $.001 par value; 300,000,000 shares authorized; 114,193,712 issued
and 110,620,096 outstanding as of October 31, 2001; 121,294,328 issued and

119,281,613 outstanding as of October 31,2002 ........ ... iiiiiinn... 114 121
Additional paid-incapital ........... .. 442,511 493,779
Treasury stock, at cost; 3,573,616 shares and 2,012,715 shares as of Cctober 31,

2001 and 2002, respectively ...... ... (72,323)  (24,262)
Deferred COMPENSALION . ...\ttt (32) (1,421)
Accumulated defiCit ... ...t e (57,075) (10,882)
Accumulated other comprehensive income (loss): unrealized gains (losses) on equity

securities and foreign currency translation adjustments, net .............. .... (14,136)  (15,450)

Total stockholders’ equity . ...... ...ttt 299,059 441,885

$661,132  $809,653

The accompanying notes are an integral part of these consolidated financial statements.
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J1.D. EDWARDS & COMPANY

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Revenue:

LACENSE TEES v v vttt e ettt e e e e e
S OIVICES ottt

Total TeVENUE . .. oottt e

Costs and expenses:

Cost of license fees (including write-offs of certain third-party
product arrangements of $20,566 in fiscal 2001) ...............
Costof ServiCes ... ..ot
Sales and marketing ............. ... ... ... e
General and administrative .......... e
Research and development ............. .. .. oo,
Amortization and write-offs of acquired software, other acquired
intangibles, and acquisition-related deferred compensation . ... ...
Acquired in-process research and development ..................
Restructuring and other related charges . . .......................

~ Total costs and CXPENSES . vttt

Operating income (108S) . . ... ..ottt e
Other income (expense):

Interest and dividendincome .. ....... ... i,
Gains (losses) on equity investments and sale of product line .......
Interest expense, foreign currency gains (losses) and other, net ... ...

Income (loss) before income taxes . ........... e
(Benefit from) provision for income taxes ........ ... .. ... ...

Netincome (I0SS) ..o v v v ittt i e e e

Net income (loss) per common share:

BasiC . e

Weighted-average shares outstanding:

BasIC . o vt e
Diluted ... e

Year Ended October 31,
2000 2001 2002
$ 419,103 $ 271,869 $227.021
603,911 622399 677,436
1,023,014 894,268 904,457
59,963 64,189 34,762
388,030 344,176 324,850
367,050 292,758 275,566
97,556 91,963 90,418
116,866 99,943 123,292
25,044 27,388 22,257
— — 4,600
28,016 25,621 1,546
1,082,525 046,038 877,291
(59,511)  (51,770) 27,166
14,980 13,081 6,472
24,582 (8,516) (545)
(683) (1,115) - 465
(20,632) (48,320) 33,558
(5,210) 131,433 (12,635)

$ (15,422) $(179,753) $ 46,193

$  (0.14)

§ (161

$ 039

$  (0.19)

$ (.61

$ 038

109,376
109,376

111,778
111,778

The accompanying notes are an integral part of these consolidated financial statements.
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J.D. EDWARDS & COMPANY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(in thousands, except share amounts)

Cemmon Stock
(Includes shares

subject to .
Additional Accumulated Other
repurchase) Paid-in M_ Deferred Earnings Comprehensive
Shares Amount  Capital Shares Amount Compensation (Deficit) Income (Loss)

Accumulated

Balance,

October 31,1999 .... 107,109,494  $107 $456,387 - % — $ (283) $138,100 $ (1,591)
Stock option exercises,

issuances under

employee stock

purchase plan, and

other.............. 4,924,966 5 26,488 524,595 19,399 195 — —
Adjustment for

redemption amount of

stock repurchase

CORtracts .......... — — (89,113) — — — — —
Repurchase of shares of

common stock, net .. — — 430 (2,472,500) (90,486) — —_ —
Tax benefit from stock

compensation . ... ... — —_ 22,524 — — — —
Netloss ............. — — — — — — (15,422) —
Unrealized gains on

equity securities,

1 — — — — — — — 9,240
Change in cumulative

translation

adjustment ......... — — — — — — — (4,982)

Balance, October 31,

2000 .. ... . 112,034,460 112 416,716  (1,947,905) (71,087) (88) 122,678 2,667
Stock option exercises,

issuances under

employee stock

purchase plan, and

other.............. 2,159,252 2 (11,428) 1,165,289 41,239 56 — —
Repurchase of shares of

common stock, net .. — — 89,113  (4,969,500) (94,365) — — —_
Reissuance of shares of

common stock, net . . — — (51,890) 2,178,500 51,890 —_ —
Netloss ............. — — — — — — (179,753) —
Unrealized losses on

equity securities,

net ... — — — — — — — (14,557)
Change in cumulative

translation

adjustment ......... — — — — — — — (2,246)

Balance, October 31,
01 ... oo 114,193,712 114 442511 (3,573,616) (72,323) (32) (57,075) $(14,136)
Stock option exercises,

issuances under

employee stock

purchase plan, and

other.............. 483,797 — (26,983) 1,560,901 48,061 — — —
Shares issued in

business

acquisition ......... 6,616,819 7 72,885 —_ — — — —
Deferred compensation,

115 S — 3,780 — — (1,389) —
Stock compensation . . . — 1,586 — — — —
Netincome .......... — — — — —_ 46,193
Unrealized gain on

equity securities,

net .........c..o.... — — — — — — — 29
Change in cumulative

translation

adjustment ......... — — — — — — — (1,343)

Balance, October 31,
2002 ... ..l 121,294,328  $121 $493,779  (2,012,715) $(24,262) $(1,421) $(10,882) $(15,450)

[

The accompanying notes are an integral part of these consolidated financial statements.

F-4




J.D. EDWARDS & COMPANY

CONSOLIDATED STATEMENTS OF CASH lFlL@WS
(im ttlhmusaumdls)

Year Ended October 31,

_ 2000 - 2001 2002

Operating activities: ) ) . . :

Netincome (loss) ............ e AN Vi los $(15422) $(179,753)  $-46,193

Adjustments to reconcile net income (loss) to net cash provnded by operatmg activities: o ‘
Deprematlon...‘.............l...............,.....,..“...‘..4......v .............. ) 31,039 31,910 31,264
Amortization and write-offs of acquired software and’other acquired mtanglbles ........ LU 26,256 39,398 37,131
Write-off of acquired in-process research and development P : — — 4,600
Provisions for losses and réserves on accounts receivable . .. ,........ S IR : .o 13,663 16,665 - 6,394
Stock compensation ................. PR P . 1,279 — 3,977
Gain (loss) on sale ofproduct line ........ R B (5,686) 1,299 . —_
Gain (loss) on investments in marketable securities .. ... J e (18,896) 7,217 T 545
Amortization of securities premiums or diSCOUNES . . ......... ...t it JRRAT. ERP o U1L,736 0 0 (906) - (232)
Write-off of software development costs and,prepaid reseller royalnes ..................... e — 20,566 1,535
(Benefit from) provision for deferred i income taxes mcludmg valuation allowance ......... PR (14,050) 122,547 Q-
Other ... i el B N L 5,714 3,307 (1,325)

Changes in operating assets and liabilities, net of acquisitions: .
ACCOUNES TECEIVADIE . . ... i e e (30,910) 17,043 22,538
Other @S8etS . .. vttt e e L foa (23,944) 8,570 (6,980)
Accounts payable ... .. e e e e e e el J N 14,250 (16,788) (8,916)
Unearned revenue and customer deposits .. ...... U L ST 7,511 29,696 . 12,891
Accrued liabilities . ............ ... [P e . 11,783 (34,185) (11,505

Net cash provide{i by operating activities

..... 4323 66,586 138,110
Investing activities: i ;

Purchase of marketable securities and other investments ... ..... ... .. e i DN (108,419) (17,361)  (16,500)
Proceeds from sales or maturities of investments in marketable securmcs .......... e F 292,595 151,168 929
Purchase of property and equipment, net . ............. .. .. 0. [ e - (31.824) (23,913)  (27,761)
Cash paid for acquisition of businesses, net of cash acquired : . RN (10,151) — (1,878)
Capitalized software costs' . . . . . e e e e e el (24,755) (40,114)  (21,004)
Net cash provided by (used in) investing activities ................... I . - 117,446 69,780 (66,214)
Fmancmg activities: - i RN
Stock option exercises and i issuances under employee stock purchase plan S e e 41,829 25962 . 16,705
Settlement of common stock repurchase contracts ... ... e PR ©(90,486)  (94;365) —
Restricted cash, cash equ1valents and INVeStments ... ..........ccvl vt e T Co— 7 (43,609) (19,423)
Release of restricted cash and cash equivalents . ......... S e el e — 27,649 729
Net cash used in financing activities ,........ PP e e e RPN " (48,657) (84,363) (1,989)
Effect-of exchange rate changes oncash .., ..... ... . i it . (5.779) (725) 971.
Net increase in cash and-cash equivalents .............. ..o oo P A P S : 67,333 51,278 70,878
Cash and cash equivalents at beginning-of period . .................. ... ..., e P e 113,341 180,674 231,952
Cash and cash equivalents atend of perod ... ..o N ceeee a3 180,674 $ 231,952 "$302,830
Supplemental disclosure of other cash and non-cash investing and financing transactions: v : .
Interestpaid ................... e e T $ 135§ 2818 $ 957
Income taxes paid ............. P J : ..... L 5,476 9,649 1,831
Retirement savings plan contribution funded with common stock .. . ... .. ... L 2,782 3.697 3,748
Deferred stock compensation for assumed options related to acquisition of business . . ............ — — 2,099
Transfer of unrestricted long-term investments in marketable securities to restricted long-term .
investments in marketablé securities ... ..........ove i P —- 20,304 —
Reconciliation for acquisition of business:
On November 16, 2001, the company acquired all of the issued-and outstanding stock of
YOUcentric, Inc., in exchange for $81.7 million of consideration. In conjunction with the
acquisition, the fair value of assets and liabilities recewed were as follows ' . .
Fair value of assets acquired ... ... .. ... i i : - $ 79,024
Common stock issued for acquired company- and fair value of options assumed’ .. ........... . (72,885)
Write-off of acquired-in-process research and development . ............ e e . 4,600
Cash paid for acquisition of business, net of cash-acquired . ............... e . (751)
Falrvalueofl1ab111tlesassumed...,...,...:.....,...._,..'....'..v._........;.....-.. ...... ; $ 9988

The accompadnying netes are an integral part of these consolidated financial statements.
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J.D. EDWARDS & COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{1) The Company and Summary of Significant Accounting Policies

Operations

J.D. Edwards (the Company) develops and markets collaborative enterprise software, as well as consulting,
education, and support services. J.D. Edwards’ offerings are differentiated by a practice of listening to customers,
innovating on their behalf, and delivering solutions as part of a results-oriented relationship. The Company
strives to make the customers stronger, enabling them to solve their most important business challenges. The
Company’s software applications help customers integrate various aspects of their businesses—from managing
relationships with suppliers, employees, and customers to processing transactions and analyzing internal business
information. Founded in March 1977, the Company develops software in 21 languages that is used by
approximately 6,600 mid-market and large customers in more than 110 countries. The Company has nearly 5,000
employees in 18 United States offices and 40 international offices. The Company maintains relationships with
major technology and platform providers, consulting firms, and product alliance partners.

Principles of Consolidation and Basis of Presentation

The accounts of the Company have been consolidated. All intercompany -accounts and transactions have
been eliminated. The consolidated financial statements are stated in U.S. dollars and are prepared in accordance
with accounting principles generally accepted in the United States of America, or GAAP. Certain amounts in the
prior years’ consolidated financial statements have been reclassified to conform to the current year presentation.

Use of Estimates

The Company’s consolidated financial statements are prepared in accordance with GAAP. These accounting
principles require management to make certain estimates, judgments, and assumptions. The Company believes
that the estimates, judgments and assumptions are reasonable based on information available at the time that
these estimates, judgments, and assumptions are made. These estimates, judgments, and assumptions can affect
the reported amounts of assets and liabilities as of the date of the financial statements as well as the reported
amounts of revenue and expenses during the periods presented. Management also assesses potential losses in

" relation to various business activities and if a loss is considered probable and the amount can be-reasonably
estimated, management recognizes an expense for the estimated loss. As additional information becomes
available, management reassesses the potential liability and may revise the estimate. To the extent there are .
material differences between these estimates and actual results, the Company’s consolidated financial statements
are affected. In many cases, the accounting treatment of a particular transaction is specifically dictated by GAAP
and does not require management’s judgment in its application. There are also areas in which management’s
judgment in selecting any available alternative would not produce a materially different result.

Revenue Recognition

The Company derives revenue from two primary sources: software licenses and services, which include
direct consulting, software maintenance support, customer education, fees generated through subcontracted third-
party arrangements, and referral fees. The Company recognizes revenue in accordance with Statement of
Position, or SOP, 97-2, “Software Revenue Recognition,” as amended and interpreted by SOP 98-9,
“Modification of SOP 97-2, Software Revenue Recognition, with respect to certain transactions,” as well as
Technical Practice Aids issued from time to time by the American Institute of Certified Public Accountants. In
addition, the Company has adopted Staff Accounting Bulletin, or SAB, No. 101, “Revenue Recognition in
Financial Statements,” which provides further interpretative guidance for public companies in the recognition,
presentation, and disclosure of revenue in financial statements. The adoption of SAB No. 101 during the fourth
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quarter of fiscal 2001 did not have a material impact on the Company’s consolidated financial position, results of
operations, cash flows, or current licensing or revenue recognition practices. Management exercises judgment
and uses estimates in connectlon ‘with the determination of the amount of software hcense and services revenue
to be recogmzed in each accountmg perrod

.The Company recognizes. license fee revenue when.a non-cancelable, contingency-free license agreement
has been signed, the product has been delivered, fees from.the arrangement are fixed or determinable, and
collection is probable. The Company s shipping terms are free on board, or FOB, shipping point. For license
transactions with undehvered elements, the fair value of the fees associated with those undelivered elements is
recorded as deferred revenue and recognized once such elements are delivered. Typically, the Company’s
software hcenses do not include s1gmﬁcant post-delivery obligations to be fulfilled by the Company, and
payments are due within a 12-month period from the date of delivery. Where software license contracts call for
payment terms of 12 months or more from the date of delivery, revenue is recognized as payments become due
assuming all other conditions for revenue recognition have been satisfied.

Consulting and education services are separately priced, are generally available from a number of suppliers,
and are typically not essential to the functionality of the Company’s software products. Revenue from these
services is recognized separately from thezli_cense fees because the arrangements qualify as “service transactions”
as defined by SOP 97-2. The ‘more significant factors considered in determining whether the revenue should be
accounted for. separately include the nature of services (i.e., consideration of whether the services are essential to
the functionality of the licensed product), degree of risk, availability of .services from other vendors, timing of
payments; and impact of milestones. or acceptance criteria on thé realizability of the software license fee.
Generally, revenue from time and- mater1als consultmg contracts and education services ate. recognrzed as
services are performed. : : ‘

~Maintenance revenue from agreements for supporting and providing periodic unspecified upgrades to the
licensed software is recorded as unearned revenue and is recognized ratably over the support service period,
which in most instances is one ‘year. Such unearned revenue includes a portion of the related anangement fee
equal to the fair value of any bundled support servrces and unspccrﬁed upgrades

Contract accounting“is“utilizled for fixed-price contracts and those requiring significant software
modrﬁcatlons developments or customization..In such instances, the entire arrangement fee, including both
software licenses and services, is accounted for i in accordance with SOP, 81-1, “Accounting for Performance of
Construction Type . and Certain Production Type Contracts,” whereby license and consulting services revenue is
recognized, generally using the percentage of-completion method measured on labor hours. The percentage-of-
completion for each contract is determined based on the ratio of direct labor hours incurred to total estimated
direct labor hours. Amounts billed in advance of services bemg performed are recorded as unearned revenue.
Unbilled work in-progress represents revenue earned but not yet billable under the terms of the fixed- -price
contracts, and all such amounts are expected to be billed and collected dunng the succeeding twelve months. The
Company may encounter budget and, schedule overruns on fixed-price contracts caused by increased material,
labor, or overhead costs. Adjustments to cost estimates are made in the periods in which the facts requiring such
revisions become known. Estimated losses, if any, are recorded in the perlod in which current estimates of total
contract revenue and contract costs indicate a loss.

Management anticipates that the majority of our arrangement fees will continue to be recognized as
described above. The Company does not require collateral for receivables; however, an allowance is maintained
for potential losses. . . : -
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Allowance for Doubtful Accounts

Management makes judgments related to the Company’s ability to collect outstanding accounts receivable.
The Company provides allowances for receivables when their collection becomes doubtful by recording a
reduction to revenue. Provisions are made based on a review of all significant outstanding receivables. Generally,
management determines the allowance based on the assessment of the realization of receivables using historical
information and current economic trends, including assessing the probability of collection from customers. If the
financial condition of our customers were to deteriorate, resulting in an impairment of their ability to make
payments owed to the Company, an increase in the provision for doubtful accounts would be required.
Conversely, if the Company’s historical collection experience shows considerable improvement, the allowance
for doubtful accounts may be reduced accordingly. When a receivable is written off, the allowance for doubtful
accounts is reduced accordingly. Adjustments to the provisions for doubtful accounts could materially affect the
Company’s results of operations.

Reimbursable Out-of-Pocket Expenses

During the second quarter of fiscal 2002, the Company adopted Emerging Issues Task Force, or EITF, Issue
No. 01-14, “Income Statement Characterization of Reimbursements Received for ‘Out-of Pocket’ Expenses
Incurred.” EITF Issue No. 01-14 requires reimbursements received for out-of-pocket expenses to be reported as
revenue in the consolidated statement of operations. Prior to adoption of EITF Issue No. 01-14, the Company
recorded revenue and operating expenses net of reimbursable expenses. The Company’s financial results of
operations for prior periods have been reclassified to conform to the new presentation. In accordance with EITF
Issue No. 01-14, reimbursable expenses of $21.9 million, $20.3 million, and $19.6 million for fiscal 2000, fiscal
2001, and fiscal 2002, respectively, are now reflected as revenue and cost of revenue, This change had no effect
on operating income or loss or net income or loss for any period presented.

Capitalized Software Development Costs

The Company capitalizes internally developed software costs, software purchased from third parties, and
outsourced software development costs in accordance with Statement of Financial Accounting Standards, or
SFAS, No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed.”
The Company’s internally developed software costs include application and tools development, testing,
translation, and localization costs incurred in producing software to be licensed to customers. The Company also
contracts with third parties to develop or test software that will be licensed to customers, and these costs are
capitalized. In addition, from time to time, the Company purchases source code or product rights from third
parties that will be integrated with the Company’s software. The fees paid to third parties are a component of
capitalized software costs. Capitalization of development costs related to these software products begins once the
technological feasibility of the product is established. Based on the Company’s software engineering process,
technological feasibility is established upon completion of a detailed program design or working model.
Capitalization ceases when such software is ready for general release, at which time amortization of the
capitalized costs begins. During fiscal 2001, the Company capitalized $29.2 million of internal development
costs and $9.1 million of costs related to third-party product rights and outsourced development costs. During
fiscal 2002, the Company capitalized $18.5 million of internal development costs and $3.3 million of costs
related to third-party product rights and outsourced development costs.

Under SFAS No. 86, amortization of capitalized software development costs is computed as the greater of:
(a) the amount determined by ratio of the product’s current revenue to its total expected future revenue; or (b) the
straight-line method over the product’s estimated useful life, generally three years. During all periods presented
herein, the Company used the straight-line method to amortize such capitalized costs. Amortization expense for
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internally developed capitalized software, capitalized' third-party product rights, and capitalized outsourced
development is.included in the cost of license fees and was $1.3 million, $11.4 million, and $16.1 million in
fiscal 2000, fiscal 2001, and fiscal 2002, respectively. Research and development costs relating principally to the
design and development of products (exclusive of costs capitalized under SFAS No. 86) and routine
enhancements ' are expensed as incurred because of the short time' frame between. the .determination of
technological feasibility and the date of general release of related products. : )

The Company is required to evaluate the capitalized software development assets for impairment at each
balance sheet date by comparing the unamortized capitalized costs to the net realizable value. The amount by
which unamortized capitalized costs exceed the net realizable value of the asset is written-off and recorded in
results of operations duiing the period of such impairment. The net realizable value is the estimated future’ gross
revenue from that product reduced by the estimated future costs of completing, maintaining, and disposing of the
product. Any write-downs of capitalized software are not subsequently restored, and the net realizable value at
the close of an annual fiscal period becomes the amount capitalized and amortized for future accounting
purposes.

Acquired Software and Other Acqicired Intangibles

From time to time the Company may acquire software or other intangible assets in business combinations
(see Note 8). The Company’s business combinations- were accounted for using the purchase method of
accouniting, and acquired software and other acquired intangibles represent the amount of purchase price
allocated to such intangible assets,:such as core software, in-place workforce, customer base, and goodwill at the
date of each acquisition. Goodwill represents the excess of purchase price over fair value of the net assets
acquired. Amortization of intangible assets is computed on a straight-line basis over their estimated useful lives,
which are generally three years for acquired core software and four years for other acquired intangible assets.
The amortization of acquired software and other acquired intangible assets is shown in aggregate, as a separate
line item, in the consolidated statements of operations. ‘As of November 1, 2002, goodwill is no longer being
amortlzed See Recent Accountmg Pronouncements below, The goodwill will be assessed on an annual basis for
impairinent at the reporting unit level by applymg a fair-value- based test.

Durmg the fourth quarter of fiscal 2001, management perfonned an impairment, analysis of the Company’s
acquired intangibles under SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of.” The impairment analysis for fiscal 2001 was performed as a result of the
overall decline in the Company’s stock price during fiscal 2001, the year-over-year decline in revenue from fiscal
2000, increased operating losses compared to prior fiscal periods, and the Company’s fiscal 2001 restructuring.
Management retained an independent appraisal firm to perform yaluations and review the Company’s acquired
software, customer base, and goodwill for impairment. Software and goodwill were reviewed by analyzing the
forecasted undiscounted cash flows from operations for the enterprise and the acquired entities on a pro forma
stand-alone basis and were deemed to not be impaired. Management performed an internal analysis of in-place
workforce. The estimated fair value of in-place workforce represented a replacement cost estimate, and
management’s impairment testing was based on employee turnover within each acquired organization since the
respective acquisition dates. Management’s impairment analysis resulted in a write-off of $2.5 rrulhon of
intangible workforce assets during the fourth quarter of ﬁscal 2001. R - :

During the fourth quarter of fiscal 2002, management performed an impairment analysis of the Company’s
acquired software and goodwill related to our YOUcentric, Inc., or YOUecentric, acquisition and our in-place
workforce balances under SFAS No. 121. The impairment analysis for fiscal 2002 was performed due to the
worsening of the customer relationship management, or CRM, market in fiscal 2002, a continued decline in the
Company’s stock price, and the year-over-year decline in license fee revenue from fiscal 2001. Managemerit

F-9




J.D. EDWARDS & COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

retained an independent appraisal firm to perform valuations and review the Company’s acquired software and
goodwill related to our YOUcentric acquisition for impairment. Software and goodwill were reviewed by
analyzing the forecasted undiscounted cash flows from operations for the enterprise and the acquired entities on a
pro forma stand-alone basis and were deemed to not be impaired. Management performed an internal analysis of
our in-place workforce balances. The estimated fair value of in-place workforce represented a replacement cost
estimate, and management’s impairment testing was based on employee turnover within each acquired
organization since the respective acquisition dates. Management’s impairment analysis resulted in a minimal
write-off of $365,000 of intangible workforce assets during the fourth quarter of fiscal 2002.

The gross allocated cost basis and allocated cost, net of accumulated amortization and currency translation
adjustments as of October 31, 2001 and 2002, along with the amortization expense and write-offs for fiscal 2001
and fiscal 2002 related to the software, in-place workforce, customer base, and goodwill is shown in the
following table (in thousands):

Fiscal Year
Amortization
Allocated Allocated Expense and
Cost Cost, Net Write-offs
October 31, 2061:
SOftWATE . . oot $ 32,856 $ 6,340 $11,579
In-place workforce ....... ... . ... . .t . 10,506 2,929 5,871
Customer base . .....oviit i i P 21,551 9,303 - 5,572
Goodwill ... ... .. e 17,520 7,741 4,366
Total ... . e $ 82,433 $26,313 $27,388
October 31, 2002:
Software . ... .. e $ 42,071 $ 5,938 $ 9,032
In-place workforce ....... e 10,538 1,042 2,026
CuStomEr base . .o oot e e e 22,301 4,099 5,485
Goodwill ... ... e 80,981 66,250 4,364
Non-compete agreements . ............c.c.oumeenneennan 200 133 67

Total ..o $156,091 $77,462 $20,974

Acquired In-Process Research and Development

For business combinations accounted for using the purchase method of accounting, the amount of purchase
price allocated to acquired in-process research and development, or IPR&D, at the date of acquisition is expensed
immediately as of the date of such acquisition in accordance with Interpretation, or FIN, No. 4, “Applicability of
Financial Accounting Standards Board Statement No. 2 to Business Combinations Accounted for by the Purchase
Method, an Interpretation of SFAS No. 2” (see Note 8). IPR&D consists of products or technologies that are not
yet proven to be technologically feasible but have been developed to a point where there is value associated with
them in relation to potential future revenue. When technological feasibility is not yet proven, and if no alternative
future uses are believed to exist for in-process technologies, the assigned values are expensed immediately upon
the closing dates of the acquisitions. Amounts allocated to IPR&D are shown as a separate line item in the
consolidated statements of operations.

. Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income
Taxes.” Significant judgment is required in determining the Company’s worldwide provision for income taxes. In
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the ordinary 'course of a global business, there-are many transactions and- calculations where the ultimate tax
outcome is uncertain. Some of. these uncertainties arise as a Consequence of ‘intercompany arrangements to share
revenue and costs. In such arrangements there are uncértainties: about the amount and manner of such sharing,
which could ultimately result in changes once the arrangements are reviewed by taxing authorities.

Management assesses the likelihood that the Company’s deferred tax asset will be recovered from future
taxable income, and, to the extent management believes that recovery is not likely, the Company establishes a
valuation allowance. The Company considers future taxable income projections and ongoing prudent and feasible
tax planning strategies in’ assessing. the recoverability of deferred tax assets. However, adjustments could be
required in the future if management determines that the amount to be realized is less or greater than: the amount
the Company has recorded. '

Cash,-Cash Equivaleﬁts, and Investments-

The Company’s investment portfolio consists of investments classified as cash equivalents, short-term
investments, and long-term investments. All highly liquid investments with an original maturity of three months
or less when purchased are considered to be cash equivalents. All cash equivalents are carried at cost, which
approximates fair value. The Company!’s entire investment portfolio is classified as available for sale as defined
in SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities.” Any unreahzed gains or
losses are included.in stockholders’ equity as a component of accumulated other comprehenswe income. Any
realized gains or losses are shown in the accompanying consohdated statements of operatlons in other income or
expense. -’ C :

During fiscal 2000, the Company realized losses of $747,000 from the sales of certain municipal bonds.
Additionally during fiscal 2000 the. Company realized gains of $18. 9 ‘million .on the sale of certain equity
investments in publicly traded or privately- held technology companies. At October 31, 2001, the Company’s
short- and long-term investments totaled $2.2 million and consisted of equity investments in publicly traded and
privately held technology compames During fiscal 2001, the Company realized losses of $7.2 million for other
than .temporary dechnes in fair value of certain equ1ty investments. Additionally, during fiscal 2001, the
Company realized. gains of $960,000 from the sales of corporate treasury, and agency fixed- income securities.

At October 31, 2001 the Company’s investments resulted in gross unrealized gams of $223,000.

At October 31, 2002, short- and long-term investments consisted of United States government treasury as
well as agency and corporate debt securities with terms no longer than 30 months, in addition to money market
mutual funds and corporate equity securities. At October 31, 2002, the Company’s short--and- long-term
investments ‘totaled $17.5 million, of which $16.7 million was related to long-term investments and $754,000
was the remammg aggregate fair valie of equity securities in certain pubhcly traded or privately held technology
compames Durmg ftsca] 2002, the Company recorded losses of $1.0 million for other than temporary declmes in
fair vallie of certain equity investments and realized gams of $500,000 from the sale of certain equity
mvestments At October 31, 2002, the Company* s 1nvestments resulted in a gross unrealized gain of $29,000.

At October 31, 2001 and 2002, the Company had $5.3 million in equity.related to a deferred tax liability that .
existed as of October 31, 2000, related to unrealized gains on certain of its investments. Due to the valuation
allowance recorded against the Company’s net deferred tax asset in fiscal 2001, this amount was recorded as-
equity, where it will remain until all these investments are sold, at which time it will be recorded through
_operations.: Foreign mutual funds and other foreign short--and long=term investments totaled $16.6 million and
$12.7 million of the total investments at October 31, 2001 and 2002, respectively. : :
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The cost basis, aggregate fair value, and gross unrealized gains or losses for the Company’s cash, cash

equivalents, short- and long-term investment portfolio is shown below. The gross unrealized gains and losses are
included in stockholders’ equity as follows (in thousands):

Gross
Fair Unrealized
Cost : Value Gains
Basis Basis (Losses)
Gctober 31, 2001: ‘ :
Money marketfunds . .......... .. i $206,212 $206,212 $—
Corporate equity securities . .............ovvevniin, 1,994 2,217 223
Other debt and equity securities ....................... 5,937 5,937 —
Cash ....................... e 35,763 35,763 —
Total cash, cash equivalents, and investments ........ $249,906 $250,129 $223
October 31, 2002: _ v
Debt securities issued by the United States Treasury and
~ other United States government agencies ............. ©$27629 $ 27,669 $ 40
Corporate debt securities ... ... [ 3,603 3,596 D
Money marketfunds . .......... ... oo, 292,344 292,344 —
Corporate equity securities . ........... ..o, 535 754 219
Cash ................. B 31,966 31,966 —
Total cash, cash equivalents, and investments ........ $356,077 $356,329 $_22

In connection with certain lease transactions discussed in Note 11, management has elected to reduce the
interest rate used to calculate lease expense by collateralizing the financing arrangements with certain of its
investments. The Company may withdraw the funds used as collateral at its sole discretion provided the
withdrawals are limited to amounts in excess of the restricted cash and cash equivalents and it is not in default
under the lease agreement. At October 31, 2001, $16.0 million in cash and cash equivalents were restricted; at
October 31, 2002, $21.5 million of cash and cash equivalents and $14.5 million of long-term investments in
marketable securities were restricted pursuant to executed amendments to the security agreements for the
Company’s headquarters facilities (see Note 11) and are shown on the accompanying balance sheet as restricted
cash, cash equivalents, and investments.

Concentration of Credit Risk

Financial instruments, which potentially subject the Company to, concentrations of credit risk, consist
primarily of cash investments and trade receivables. In accordance with the Company’s cash investment policies,
the majority of its investments are made in investment grade securities. Management believes the risk with
respect to trade receivables is mitigated by the fact that the Company’s customer base is geographically
widespread and is highly diversified. No single customer accounted for 10% or more of revenue for fiscal 2000,
fiscal 2001, or fiscal 2002 or of accounts receivable at October 31, 2001 or 2002.

Fair Value of Financial Instruments

The carrying amounts of the Company’s financial instruments, including trade receivables and accounts
payable, approximate fair market value due to their short maturities.
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Property and Equipment and Long-Lived Assets -

Property and equipment are stated at cost, net of accumulated depreciation, and are depreciated over their
estimated useful lives ‘using the strarght—hne method The Company estimates a useful life for furniture and
fixtures of five to séven years, two to three years for computer equipment, and three years for internal-use
software. The Company evaluates’ potentral impairments of long-lived assets based on.the net future cash flow
expected to be generated from the asset on.an undiscounted basis whenever significant events or changes in -
circumstances occur that indicate that the carrying amount of an asset may not be recoverable. If, in performing
this evaluation, the Company determines that an impairment has occurred, the impairment is measured based on
a comparison of net book value to discounted cash flows or fair value, whichever is more determinable.

Aa’vertzsmg and Shtpptng and Handlmg Costs

The Company generally expenses all advertising. and shrppmg and handlmg costs as incurred. Advertising
costs totaled $47 2 million,. $53.0 million, and $441 million in fiscal 2000,. fiscal 2001, and fiscal 2002,
respectively, - and are primarily mcluded in sales and marketing expenses on. the accompanying consolidated
statements of operations. Shipping and handlmg costs totaled $726,000, $260,000, and $400,000 in fiscal 2000,
fiscal 2001, and fiscal 2002, respectively, and are included in cost of license fees and cost of services on the
accompanying consolidated statements of operations. B

. Foreign Currency Trdnslation

Translation of asset and liability balances to U.S. dollars is based on exchange rates as of each balance sheet
date. Cumulative currency translation adjustments, net of related- deferred taxes, are shown as a separate
component of stockholders’ equity. Accumulated foreign currency translation balances consisted of. a net loss of
$8.8 million and $10.2 million at October 31, 2001 and 2002, respectlvely The deferred taxes allocated to these :
amounts for fiscal 2001 and fiscal 2002 were-$3.9 million. " ,

Statements of operat1ons and cash flow amounts are translated at the average exchange rates for the perrod
Foreign currency exchange gains and - losses. and unrealized gains and losses on short-term intercompany
receivables and payables are included in results of operations as incurred. Net foreign currency exchange gains
and losses are included in other income and expense. During fiscal 2000 net foreign currency exchange losses
totaled $422,000: During fiscal 2001 and fiscal 2002, net foreign: currency exchange gams totaled $742 000 and
$50 000, respectrvely : . ‘ i

Accountmg for Dertvanve Instrumenrs and F orezgn Currency Exposure

. The Company enters into forward forergn exchange contracts to mitigate the forergn currency exchange risk
of monetary assets and liabilities denominated in foreign currency. The Company has established policies and
procedures for risk assessment and the approval, reporting, and monitoring of such mitigating instruments. The
instruments used generally mature in three months or less, and all contracts are entered into with major. financial
institutions.. At. October 31, 2002, the Company had approximately $78.5 million of gross U.S. dollar equivalent
forward foreign exchange contracts outstanding to mitigate the exposure. of monetary assets and liabilities
denominated in foreign currency. Gains and losses from the mark-to-market adjustments on these contracts were
inchided with foreign currency gains and losses on the transactions being mitigated. and were recognized as non-
operating incomie or expense in the period in which the-gain or loss.on the underlying transaction s recognized.
All gains and losses related to foreign exchange contracts were included in cash flows from operating activities
in the consolidated statements of cash flows. The Company does not hold any derivative financial mstruments for
trading or speculatlve purposes. :
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Effective November 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments
and for Hedging Activities.” SFAS No. 133, as amended, requires the Company to recognize all derivatives on
the balance sheet at fair value. The gains or losses resulting from changes in the fair value of derivative
instruments are recognized in current earnings. The Company’s adoption of SFAS No. 133, as amended, did not
have a material impact on its consolidated financial position, results of operations, or cash flows.

Stock-Based Compensation

The Company has elected to determine the value of stock-based compensation arrangements under the
provisions of Accounting Principles Board, or APB, Opinion No. 25 “Accounting for Stock Issued to
Employees,” as interpreted by FIN No. 44, “Accounting for Certain Transactions Involving Stock
Compensation,” and the pro forma disclosures required under SFAS No. 123, “Accounting for Stock-Based
Compensation,” are included in Note 5. SFAS No. 123 permits the use of either a fair-value-based method or the
intrinsic value method to account for stock-based employee compensation arrangemeénts. Companies that elect to
use the intrinsic value method provided in' APB No. 25 are required to disclose the pro forma net income (loss)
and earnings per share that would have resulted from the use of the fair value method. Generally, the Company
grants stock options with an exercise price equal to the fair value at the date of grant.

Deferred compensation costs are charged to expense using the accelerated method prescribed by FIN 28
“Accountmg for Stock Appreciation Rights and Other Variable Stock Option or Award Plans.”

Additionally, from time to time, the Company may grant stock-based compensation awards to non-
employees in exchange for professional services rendered. The Company accounts for these grants in accordance
with EITF Issue No. 96-18, “Accounting for Equity Instruments that Are Issued to Other than Employees, or in
Conjunction with Selling Goods or Services.” The Company measures the fair value of the equity instruments
using a Black-Scholes option-pricing model. The related expense is recognized over the expected service period.

~ Earnings Per Common Share -

Basic earnings per share, or EPS, excludes the dilutive effect of common stock equivalents-and is computed
by dividing net income or loss by the weighted-average number of shares outstanding during the period. Diluted
EPS includes the dilutive effect of common stock equivalents and is computed using the weighted-average
number of common and common equivalent shares outstanding during the period. Common stock equivalents
consist of stock options and certain other equity instruments. Diluted loss per share for fiscal 2000 and fiscal
2001 excludes common stock equivalents because the effect of their inclusion would be anti-dilutive, or would
decrease the reported loss per share. Using the treasury stock method, the weighted-average common stock
equivalents excluded were 5.2 million shares and 1.6 million shares for fiscal 2000 and fiscal 2001, respectively.
The weighted-average outstanding shares for fiscal 2000 and fiscal 2001 are reflected net of treasury shares, if
any. All shares owned by the Employee. Retirement Savings Plans were included in the weighted-average
common shares outstanding for all periods. Options to purchase stock at exercise prices greater than the average
fair market value of the Company’s stock for the periods presented are excluded from the calculation of diluted
income or loss because their inclusion would be anti-dilutive. For fiscal 2000, fiscal 2001, and fiscal 2002,
options to purchase 7.5 million, 14.3 million, and 12.0 million, respectively, were excluded from the diluted
income or loss per share calculations. Since October 31, 2002, the Company has issued 3.6 million stock options
with exercise prices between $10.70 and $14.52, which could have a dilutive effect on future diluted net income
per share.
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The computation of basic:and diluted EPS was as follows (in thousands, except per. share amounts):

Year Ended October 31,
A . . 2000 2001 2002
Numerator: : ol . o .
Netincome (I0SS) .. .ovvt i, e $(15,422) $(179,753)- $ 46,193
Denominator:
Basic income (loss) per share—welghted average shares ’

Cooutstanding ... e e 109,376 111,778 118,305
Dilutive effect of common stock equivalents . ... S, " — - 3,109
Diluted income (loss) per share—adjusfed weighted-average | ‘ ‘

shares outstanding, assuming conversion of common stock ) :
o equivalents ........ ... 109,376 . 111,778 121,414
Basic net income (loss) per share ............ e . $ (014 $ -(161) $ 039
Diluted net income (loss) per share ......................... 8 (014 % (1.61) $ 038

~ Other Comprehensive Income or Loss

Other comprehensive income or loss includes unrealized gains or losses on available-for-sale equity
securities and foreign currency translation gains or losses that have been reflected as a component of
stockholders’ equity and have .not affected net income or loss. The amount of .income tax expense or benefit
allocated to each component of other comprehensive income or loss is equivalent to the effective income tax rate
in each of the periods presented below. The folowing table summarizes the components of other comprehensive
income or loss as of the balance sheet dates indicated (in thousands):

Year Ended October 31,

, 2000 2001 2002
Netincome (10SS) . .o ottt i $(15,422) $(179,753) $46,193
Change in unrealized gains (losses) on equity securities ... ... e 9,240 (14,557) 29
Change in foreign currency translatlon adjustments .............. (4,982) (2,246) (1,343)

Total comprehensive income (loss), net ........... ..... .. $(11,164) $(196,556) $44,879

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board, or FASB, issued SFAS No. 141, “Business
Combinations,” which supersedes APB Opinion No. 16, “Business. Combinations.” SFAS No. 141 requires that
purchase method of accounting be used for business’ combinations initiated after June 30, 2001, and eliminates
the pooling-of-interests method. Iri:addition, SFAS No. 141 establishes specific criteria for the recognition of
-intangible assets sepdrately from goodwill’and requires- unallocated negative: goodwill to be written - off
immediately as an extraordinary gain. The provisions of this statement apply to all business combinations
initiated after June 30, 2001, and applies to all business combinations accounted for using the purchase method
for which the date of acquisition is July 1, 2001, or later. The adoption of SFAS No 141 will not change the
method of accountmg used by the Company in prev1ous busmess combmatlons

In June 2001, the FASB 1ssued SFAS No. 142, “Goodw111 and Other Intangible Assets,” which is effectlve
for the Company’s fiscal year 2003. Certain provisions will also be applied to acquisitions initiated subsequent to
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June 30, 2001. SFAS No. 142 supersedes APB Opinion No. 17, “Intangible Assets,” and requires, among other
things, the discontinuance of amortization related to goodwill and indefinite-lived intangible assets. These assets
will then be subject to an impairment test at least annually. In addition, the standard includes provisions upon
adoption for the reclassification of certain intangibles to goodwill, reassessment of the useful lives of intangibles,
and reclassification of certain intangibles out of previously reported goodwill. The Company is not amortizing
$62.5 million of goodwill associated with the acquisitions that occurred subsequent to June 30, 2001.

The Company adopted the provisions of SFAS No. 142 on November 1, 2002. Accordingly, beginning on
November 1, 2002, the in-place workforce and customer-base intangible assets with a combined net book value
at October 31, 2002, of $5.1 million will be combined with the remaining $3.8 million of goodwill associated
with pre-July 1, 2001, business acquisitions, the total of which will no longer be amortized. Software and other
intangible assets in the amount of $6.1 million will continue to be amortized over their expected useful lives,
which are generally three years. The Company will measure the combined goodwill as part of the transition
provisions during the first quarter of fiscal 2003. Additionally, the Company will be required to measure the
combined goodwill for impairment annually, or more frequently if events or changes in circumstances indicate
that the assets might be impaired. Any impairment resulting from the transition test will be recorded and
recognized as a change in accounting principle. Management anticipates that the adoption of SFAS No. 142 will
not have a material impact on the Company’s business acquisitions completed prior to June 30, 2001, as the
majority of goodwill and other intangible assets related to those acquisitions were amortized by October 31,
2002. Management cannot determine the future extent of impairment, if any, until such impairment review is
, completed.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which is
effective for fiscal years beginning after June 15, 2002. SFAS No. 143 requires, among other things, that the fair
value of a liability for an asset retirement obligation be recognized in the period in which it is incurred if a
reasonable estimate of fair value can be made. The associated asset retirement costs are then capitalized as part of
the carrying amount of the long-lived asset. The Company will adopt SFAS No. 143 during its first quarter of
fiscal 2003. Management anticipates that the adoption of SFAS No. 143 will not have a material impact on the
Company’s consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets,” which is effective for fiscal years beginning after December 15, 2001. SFAS No. 144 supersedes
SFAS No. 121 and addresses financial accounting and reporting for the impairment or disposal of long-lived
assets. The Company will adopt SFAS No. 144 during its first quarter of fiscal 2003. Management anticipates
that the adoption of SFAS No. 144 will not have a material impact on the Company’s consolidated financial
statements.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Exit or Disposal Activities.” This statement
addresses the recognition, measurement, and reporting of costs associated with exit and disposal activities. SFAS
No. 146 is applicable to restructuring activities and costs related to terminating a contract that is not a capital
lease and one time benefit arrangements received by employees who are involuntarily terminated. SFAS No. 146
supersedes EITF Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” Under SFAS No. 146 the cost
associated with an exit or disposal activity is recognized in the periods in which it is incurred rather than at the
date the Company committed to the exit plan. This statement is effective for exit or disposal activities initiated
after December 31, 2002, with earlier adoption encouraged. Previously issued financial statements will not be
restated. The provisions of EITF Issue No. 94-3 will continue to apply for exit plans initiated prior to the
adoption of SFAS No. 146.
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(2) Certain Balance She&;& Components

The component_s of certain balance sheet line items are as follows. (in thousands):

OCtoBer 31,
‘ 2001 - 2002
Accounts receivable: : o ' ‘
Accounts receivable . ........ ... e e . $231,521 $ 205,502
Less: allowance for doubtful accounts .............. SR . (16,900) - (12,300)
' $214,621 - $ 193,202
Property and equﬁpmem: , . ) , ,
Furniture and fixtures .......................... e U R . $ 93,700 $ 96,991
Computer equipment and software ............................... e 75,391 . 84,956
Land and improvements. . . . . . . e e . 9,184 9,020
» 178,275 190,967
Less: accumulated deprecxauon R e .. (108,254) (121,239
o $ 70,021 $ 69,728
Intangible and other assets, net: '
Deposits . .................. R $ 1,464 $ 1,553
Acquired intangible assets, including goodwill ................ e Ceee © . 19,972 71,524
Other long-term assets .. ... e S e e ST 734 1,698
’ A o 0§ 22,170 S 74,775
Seftware costs: S ,
SOftWAre COSES - o v v v v e e e e J P $ 139,639 . $ 167,949
Less accumulated amortization ......... S P (66, 818) (90,674)
$ 72,821 $ 77,275
Unearned revenue and cunsmmen- deposms
Unearned TEVENUE . . .. .. oottt et e e e e e e, $ 165,933 $ 178,651
Customer deposits . . ..o e P R R R PPp - 1,554 3,077
' $ 167,487 $ 181,728
~ Accrued liabilities: : . _ '
Compensation and related accruals .....................ooin.... Civeue.. o $ 62,223 $ 69,963
Accrued INCOME TAXES . . . ..o v v vttt A oo 212,310 10,733
Other acCrued COSS . ..o vttt T 69,630 58,041
' ' ‘ $ 144,163  $ 138,737

Net accounts receivable decreased $21.4 million from October 31, 2001, primarily due to collection of cash
from customers during fiscal 2002. The net.property and equipment balance was relatively unchanged compared
to October 31, 2001. During fiscal 2002, the Company purchased additional computer and network equipment,
which was offset by a proportionate increase in accumulated depreciation during fiscal 2002. Net intangibles and
other assets consist primarily .of intangible assets related to the in-place workforce, custormer base, and goodwill
resulting from the Company’s business acquisitions. The total $52.6 million increase in net intangibles-and other
assets from October 31, 2001, 'was primarily related to the Company’s first quarter of fiscal 2002 acquisition of
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. YOUcentric. Net software costs consist primarily of capitalized internally developed software costs, software
purchased from third parties, subcontracted software development costs, and software purchased in business
acquisitions. The increase of $4.5 million to $77.3 million in fiscal 2002 from fiscal 2001 was primarily related
to the software purchased in the Company’s first quarter of fiscal 2002 acquisition of YOUcentric, offset in part,
by decreased capitalization during fiscal 2002 as certain software engineering projects have reached general
availability, and a smaller portion of the Company’s research and development costs were capitalized.

Unearned revenue and customer deposits consist primarily of annual maintenance contract billings that are
recorded as unearned revenue when invoiced and recognized as revenue over the contract period. The $14.2
million increase in unearned revenue and customer deposits from October 31, 2001, was primarily due to an
increase in annual maintenance contract billings that are recorded as unearned revenue when invoiced and
recognized as revenue over the contract period. The $5.4 million decrease in accrued liabilities from $144.2
million at October 31, 2001, was primarily the result of the decline in vacation accruals, the continued reduction
of restructuring accruals, and fiscal 2002 payments for purchased software previously accrued. These decreases
in accrued liabilities were offset, in part, by an increase in accrued bonuses for the Company’s fiscal 2002 bonus
plan which is based on quarterly financial performance, acquired YOUcentric accruals, and increased
commissions payable. Other accrued costs consisted primarily of restructuring related liabilities, accrued
royalties, taxes payable, property tax accruals, rent accruals, and other liabilities.

(3) Bamnk Line of Credit

In June 2002, the Company elected to reduce the commitment under the bank line of credit to $50.0 million
from $100.0 million. In July 2002, the $50.0 million revolving line of credit was renewed. The line of credit is
secured by the Company’s accounts receivable and expires in July 2003. The primary purpose of this line of
credit is for general corporate use and to increase the Company’s financial flexibility. Advances under the line of
credit require the Company’s compliance with certain affirmative and negative covenants and representations
and warranties. At October 31, 2001 and 2002, the Company was in compliance with these covenants,
representations, and warranties. As of QGctober 31, 2001 and 2002, $100.0 million and $50.0 million,
respectively, were available under our bank line of credit, and no amounts were outstanding.

(4) Stockholders’ Equity

Preferred Share Rights Purchase Plan. In November 2001, the Company designated 300,000 shares of its
authorized preferred stock as Series A Preferred Stock with a par value of $0.001 per share, pursuant to a
Preferred Stock Rights Agreement approved by the Board of Directors. The Preferred Stock Rights Agreement is
intended to protect stockholders’ rights in the event of an unsolicited takeover attempt. It is not intended to
prevent a takeover of the Company on terms that are favorable and fair to all stockholders and will not interfere
with a merger approved by the Board of Directors.

The Company’s Board of Directors approved the issuance of one right to purchase 1/1000 of a share of
Series A Preferred Stock for each outstanding share of common stock, par value $0.001 per share, of the
Company, for $75.00 (the exercise price), subject to adjustment. The rights were issued on November 26, 2001,
to stockholders of record as of the close of business on that date. The rights to purchase the Series A Preferred
Stock become exercisable if a person or a group acquires, obtains the right to acquire, or announces a tender or
exchange offer to acquire 15% or more of the Company’s common stock. In the event that the acquiring person
or group actually obtains 15% or more of the Company’s common stock, the holders of the Series A Preferred
Stock will have the right to exchange their shares of Series A Preferred Stock for.common shares having a value
equal to two times the exercise price. Similarly, unless the rights were already redeemed, if after an acquiring
person or group obtains 15% or more of the Company’s common stock-—and the Company is acquired in a
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"merger or 50% or.more of the: Company’s consolidated assets are sold—then the holders of the Series A
Preferred Stock will have the right to exchange their shares of Series. A Preferred Stock for common shares
having a value equal to two times the exercise price. -

The rights are redeemable under certain circumstances, at the Company’s option, at a price of $0.001 per
right. The Company may also exchange the nghts for shares of common stock under.certain circumstances. The
rrghts expire on the earl1er of N ovember 26, 2011 or the date of therr redempt1on or exchange

- Warrant Grant Dunng the’ first'quarter of fiscal’ 2002 the Company granted; in exchange for professional
services rendered, a warrant to purchase 160,417 and 16,667 shares of the Company’s common stock at an
exercise price of $15.90 and $.01 per share, respectwely The estimated fair value of the warrant of $1.6 million
was recorded in operating expenses and was determined using a Black Scholes pricing model with the following
assumptions: volatility factor of 75%, risk free interest tate of 4. 49%, expected life of 3.38 years, and a dividend
yield of zero. The warrant'expires in January 2005, and as of October 31, 2002 the warrant was outstanding and
fully exercisable. ’

Common Shares Subject to Repurchase. In August 1999, the Company’s Board of Directors authorized the
repurchase of up to 8.0 million shares of the Company’s commori ‘stock under 4 share repurchase plan that was
designed to partially offset the effects of share issuances under the stock option plans and employee stock
purchase plan, or ESPP. In accordance with the share repurchase plan, the Company executed settlements of
forward contracts to purchase approximately 5.0' million shares of the Company s_common stock for $94.4
million in cash, during fiscal 2001. During fiscal 2000, the Company ‘entered into forward contracts for the
purchase of approximately 5.2 million shares of the Company’s common stock in accordance with the stock
repurchase plan, and the Company settled contracts for the purchase of ‘approximately 2.5 million shares of the
Company’s common stock for a total of $90.5 million in cash. There were no outstanding forward contracts that
required the future purchase of common stock as’ of October 31, 2001 or:2002..The Company did not enter into.
any forward contracts for the purchase of the Company s common stock during fiscal 2002, and the share
repurchase plan terminated on June 1, 2002. At October 31, 2001 and 2002, approximately 1.7 million and 3.3
million, respectively, of the repurchased shares have been reissued to fund -the Company s ESPP and the
discretionary 401(k) Plan’ contribution, and approxrmately 3.6 million’ and 2. O million remaining shares,
respectively, were held as treasury stock to fund future stock issuances. The treasury shares are recorded at cost,
and reissuances are accounted for on'the first-in, first- out method. -

(5) lEmployec Retirement Savﬁngs Plan and Stock-Based Benel'ﬁt Plans '

Employee Retzrement Savmgs Plan—401 (k) Plan

The- Company established the 401(k) Plan subject to the provisions of the Employee Retirement Income
: Securlty Act of 1974 in 1988 and made certain amendments during fiscal 1998. The Tetirement savings plan i is an
Internal Revenue Code Section 401(k) plan

Employees are eligible to participate in the 401(k) Plan on the first day of the calendar quarter following one
complete calendar month of service. The 401(k) Plan allows for both matchmg cash and discretionary stock
contributions. Generally, the Company matches 50% of an employee’s. eligible contributions to the 401(k) Plan,
up to a maximum match of 3% of eligible compensation for each calendar year. Employees must complete 1,000
hours of service.and be employed by the Company -on the last day of the calendar year to receive the matching
contribution, which is fully vested when made for all participants. The: Company recognized expense for
matching cash contributions of $6.2 million, $5.8 million, and $6.3 million for fiscal 2000, fiscal 2001, and fiscal
2002, respectively. Discretionary stock contributions to the 401(k) Plar are subject to a five-year vesting
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schedule based on number of years of service with the Company. In fiscal 2001 and fiscal 2002, the Company’
accrued $4.4 million and $4.0 million, respectively, for discretionary stock contributions to be made in Company
common stock. :

Equity Incentive Plans

In August 1997, the Company established an Equity Incentive Plan (the 1997 Plan). The options granted
generally vest over four years with a term of not more than eight years. A total of 10.0 million shares of common
stock are reserved for issuance under the 1997 Plan, of which 10.0 million were available for grant as of October
31, 2001 and 2002. The number of shares of common stock reserved for issuance is increased on each
anniversary date of the adoption of the 1997 Plan by a number of shares equal to the number of shares needed to
restore the maximum aggregate number of shares to 10.0 million or a lesser amount as determined by the
Company’s Board of Directors. The 1997 Plan provides for the granting of incentive stock options to employees
and the granting of non-statutory stock options and stock purchase rights to employees, directors, and
consultants. Generally, the exercise price of each stock option is equal to the fair market value of the stock on the
date the award is granted. '

In November 1992, the Company established an Incentive Stock Option Plan and a Nonqualified Stock
Option Plan (the 1992 Option Plans). The options that were granted vest over a period of time ranging from four
1o five years with a term of not more than 10 years. A total of 35 million shares of common stock are authorized
for issuance under the 1992 Opticn Plans, of which 14.1 million shares were available for grant as of October 31,
2001 and 2002. The Company does not. anticipate granting additional options under the 1992 Option Plans.
Generally, the exercise price of each stock option is equal to the fair market value of the stock on the date the
award is granted.

Employee Stock Purchase Plans

In August 1997, the Company established the ESPP. A total of 2.0 million shares of common stock were
reserved for issuance under the ESPP. An annual increase is made to the ESPP on each anniversary date of the
plan in an amount equal to the number of shares of common stock required to restore the maximum number of
shares reserved for issuance to 2.0 million shares, or a lesser amount as determined by the Company’s Board of
Directors. Eligible employees may purchase common stock totaling up to 10% of an employee’s compensation
through payroll deductions. The ESPP for United States employees is intended to qualify under Section 423 of
the Internal Revenue Code. The price of common stock to be purchased is 85% of the lower of the fair market
value of the common stock on the first or last day of each purchase period. During the years ended October 31,
2001 and 2002, a total of 957,747 shares and 644,517 shares, respectively, were issued under the ESPP,
generating total proceeds to the Company of $12.0 million and $7.0 million, respectively. At October 31, 2002, a
total of $2.4 million had been withheld from employees’ payroll for the purchase-offering period ending on
December 31, 2002. Subsequent six-month purchase-offering periods will commence on January 1, 2003, and
June 1, 2003.

Executive Restricted Common Stock Grant

During fiscal 2002, the Company granted 100,000 shares of restricted common stock to the Chief Executive
Officer. These shares vest over two years and once vested may be purchased for $0.01 per share. The Company
has the right to repurchase any unvested shares upon termination of his employment except under certain limited
circumstances under which the award becomes fully vested. The Company accounted for the restricted stock
grant in accordance with APB No. 25, “Accounting for Stock Issued to Employees,” and, accordingly, the $1.6
million intrinsic value of the restricted common stock is being charged to expense over the vesting period.

F-20




J.D. EDWARDS & COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

' Compensation expense related to. the restricted ‘common- stock was approximately $1.0 million during fiscal
2002. The remaining unamortized compensation expense of $600 OOO is mcluded in deferred compensation in the
accompanymg consohdated balance sheets

Stock-Based‘ Comperisation :

For the fair value disclosure below, compensatlon valﬁe is estimated for each option grant under the 1992
Option Plans and 1997 Plan on the date of grant. usmg ‘a Black-Scholes option-pricing model. Based on the
calculations using a Black-Scholes valuation model, the We1ghted average grant date fair value of options was
$9.73, $6.78, and $10.62 in fiscal 2000, fiscal 2001, and fiscal 2002, respectively. The weighted-average grant
date fair value of shares 1ssued through the ESPP in ﬁscal 2000 fiscal 2001, and fiscal 2002 was $7.35, $5.41,
and $3.24, respectively. : R

The following: weighted- average assumpnons were used for grants in fiscal 2000 fiscal 2001, and fiscal

2002:
Stock:Based ‘Expected Life . ]Expectéd L © Risk-Free ~ 7 - Dividend
Compensation . .7 (in years) Volatility - B Interest Rate . Yield
Options: . ) o '
12000 ‘ 332 1% C623% . —
2001 338 C75% . 4.49% o —
2002 ‘ 462 , 79% C391% -
ESPP: T U
2000 0.50 7% . 5.14% —
2001 ‘ 0.50 } 5% . - 5.99% —
2002 050 " 79% o 1.80% . - —

The pro forma impact on the Company’s net income or. loss: and net income or loss per share had
compensation expense been recorded as deterrmned under the fair: value method is shown below (in thousands,
except per ‘share data): o

" Year Ended October 31,

2000 . 2001 . 2002
Net income (loss) S : el
Asreported ................. e $(15,422)  $(179,753) - $46,193
Proforma .........vuvieit i e (52,130) (215,529) 3,539
Basic and diluted net income (loss) per share ‘ : oo
Asteported ... 014y - (1.61) 0.38

Proforma ............... R ceeee 048 (193) 0.03
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Activity of the 1992 Option Plans and 1997 Plan is summarized in the following table:

Stock Opfions Outstanding Stock Options Exercisable

Number of Weighted-Average Number of Weighted-Average
Shares Exercise Price Shares Exercise Price

Options outstanding, October 31,

1999 . 18,317,085 18.25 6,381,692 11.29
Options granted . ................... 10,203,179 18.45
Less: options exercised .......... (4,270,704) 6.22
Less: options forfeited ........... (3,438,149) 25.56
Options outstanding, October 31, , :
2000 ... 20,811,411 19.59 6,536,434 18.53
Options granted .................... 5,197,922 13.27 ’
Less: options exercised .......... (2,154,252) 6.46
Less: options forfeited .. ......... (4,559,746) 2223
Options outstanding, October 31,
2001 . 19,295,335 18.73 8,738,884 21.33
Options granted . ................... 3,104,752 14.62
Less: options exercised .......... (1,172,317) 8.15
Less: options forfeited ........... (1,738,703) 24.02
Options outstanding, October 31,
2002 . 19,489,067 18.24 12,025,272 20.62

The status of total stock options outstanding and exercisable under the 1992 Option Plans and 1997 Plan as
of October 31, 2002, follows: '

Stock Options Qutstanding ‘ Steck Options Exercisable
Weighted- ‘
Average Weighted- Weighted-
Range of Remaining Average Average
Exercise Number of Contractual Exercise Number of Exercise
ﬂi_ Shares Life (Years) Price Shares Price
$0.10-3.44 ' 585,756 . 341 $ 2.18 481,365 $ 2.63
6.24-7.94 1,146,118 472 6.85 753,041 6.43
8.47-12.63 7,402,181 ' 6.02 11.54 3,450,972 11.30
12.69-17.88 3,250,088 6.73 15.61 1,252,639 1543
17.94-28.75 4,733,315 4.73 25.29 3,792,944 25.20
2_9.00—44.88 2,371,609 3.63 38.17 2,294,311 38.32

Total 19,489,067 5.38 18.24 12,025,272 20.62
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(6) Income Taxes

Income or loss before income taxes consists of the following, and the components of the provision for or
benefit from income taxes are as follows (in thousands):

Year Ended October 31,
2000 2001 2002
-Income (loss) before income taxes: ' : . _
. DOMEStiC . oottt e e e = $ 2,150 $(33,614) $ 22,532
CForeign Lo e S - (227782) 0 (14,706) 11,026

$(20,632) $(48,320) $ 33,558

Components of the prov1s1on for (benefit from) mcome taxes:

Current: . ‘
United States federal ......... ... . . ... . . $ 1,349 $ 541  $(18,569)
SaLE . oo e 30 209 531
Foreign........oovvivniiiann.... S . 7,411 8,136 5,403
8,840 8,886  (12,635)
Deferred: , , .
United States federal ................ e, ©(13,700) 106,554 —
State . ... el e (1,109) 10,548 —
Foreign ............cccun.. PR PRI 759 5,445 —
(14,050) 122,547 —
Total provision for (benefit from) income taxes ................. S $ (5,210) $131,433 $(12,635)

The provisions for, or benefit from, income taxes are different from the amounts computed by applying the
United States federal statutory rate to income before income taxes. The amounts are reconciled as follows (in
: thousands)

Year Ended October 31,

. A i 2000 2001 - 2002
Statutory rate ...... S PN e e o $(7.221) © $(16912) $11,745
Foreign income taxed at differentrates ............................. 7,268 3,097 (1,441)
Non-deductible expenses/non-taxable income .............. : R (1,244) 2,443 1,963
State income taxes, net of United States federal benefit . ... ... ... Ceean - 470) . (1,141 1,017
Income tax credits .................. N . (4,594) (7,354) (5,796)
Acquisition-related permanent diffcrenccs .......................... — - 1,029
Valuatlonallowance e e e e e e e I, £ 151;326 (21,152)
Other ............ FE T, S T, 1,051 (26) —

- Provision for (benefit from) income taxes ... ... P $(5 210) $131,433 $(12,635)

- The Company received a tax deduction for compensation in excess of compensation expense recognized for
ﬁnancial purposes. Such benefit arises from an increase in the market price of the 'stock under employee option
agreements between the measurement date (as defined in. APB No. 25) and the date at which the compensation

-deduction for income tax purposes is determinable. Due to the valuation allowance against the Company’s net
deferred tax asset, additional paid-in capital was not;increased for fiscal 2001 or fiscal 2002.
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Deferred tax assets and liabilities included in the balance sheet are comprised of the following components
(in thousands): ‘

October 31,

2001 2002
Deferred tax assets:
Revenue deferred for book purposes .......... ... ... . . e - $ 809 $ 1,641
Foreign tax credit carryforwards . ......... ... . 18,159 19,567
Allowance for doubtful accounts .............. ot ' 3,856 2,623
Vacation and other accruals .. ...ttt e 12,470 10,878
Fixedassets . ............. e e e e e 389 —
Research and development credit carryforward ........................ FIN 12,198 21,206
Net operating loss carryforwards ................ P 121,440 101,923
Currency translation adjustment . . ........... . i i 4,773 356
Other .. 11,436 16,798
Total deferred tax asSets . ..o vt it i e e e 185,530 174,992
Deferred tax liabilities:
Capitalized software development CoStS ............viuneiunirnnennn.n (2,853) 6,379
Revenue deferred fortax ........c i e e (7,789) L —
FIXed @80T8 . ..ot e — (1,244)
011 1T (O (324) (159)
Total deferred tax liabilities .. ....... ... . ittt (10,966) (7,782)
‘Less valuation allowance . .............uiiiinmtii ittt (174,564) (167,210)
Net deferred tAX @SSE . .. oottt et e e et $ — $ —

During the fourth quarter of fiscal 2002, the Company elected to carryback $63.2 million of its fiscal 2001
United States net operating losses, or NOLs, to the prior five years under a recent Internal Revenue Code
amendment. At October 31, 2002, the Company has a United States NOL carryforward of approximately $235.3
million, which will begin to expire in 2018. The Company has available approximately $19.6 million of foreign
tax credit carryforwards, of which $4.8 million will expire in 2003, $8.4 million will expire in 2004, $1.6 million
will expire in 2005, $3.5 million will expire in 2006, and $1.3 million will expire in 2007. Additionally, a
research and development credit carryforward of approximately $21.2 million is available, which will begin to
expire in 2018. .

The Company has deferred tax assets of $167.2 million before valuation allowance at-October 31, 2002,
against which the Company has recorded a full valuation allowance. This full valuation allowance was initially
recorded in fiscal 2001 after considering a number of factors, including the Company’s cumulative operating
losses in fiscal 1999, fiscal 2000, and fiscal 2001. Based on the weight of both positive and negative evidence
regarding the recoverability of deferred tax assets, the Company concluded that a valuation allowance was
required to fully offset the net deferred tax assets, as it is more likely than not that the deferred tax assets will not
be realized. Included in the deferred tax asset balance at October 31, 2002, are approximately $101.9 million in
tax-effected NOLs. Approximately $93.2 million of the deferred tax asset related to NOLs was generated from
the benefit from employee stock plans. Realization of the deferred tax asset associated with the NOLs is
dependent on generating sufficient taxable income to utilize the NOLs prior to their expiration. During the year,
the Company released $22.3 million of its valuation allowance primarily due to utilization of the NOL against
fiscal 2002 taxable income. Additionally, the Company increased its deferred tax asset by $14.9 million due to
the acquisition of YOUcentric, against which a full valuation allowance was recorded.
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At October 31, 2001 and 2002, unremitted earnings of foreign subsidiaries totaled $1.1 million and $1.5
million, respectively, and were deemed to be permanently invested. The unrecognized deferred tax liability for
such earnings is immaterial.

(7) Restructurings and Other Related Charges
Fiscal 2000 Restructuring |

Overview. During fiscal 2000, the Company’s Board of Directors approved a global restructuring plan to
reduce the "Company’s operating expenses and strengthen both its competitive and financial positions.
Management effected the restructuring plan during the third quarter of fiscal 2000 by eliminating certain
employee positions, reducing office space and related overhead expenses, and modifying the Company’s
approach for providing certain services for customers. Restructuring and related charges pnmanly consisted of
severance-related costs for involuntarily terminated employees, operating lease termination payments, and office
closure costs. The majonty of the restructuring actions occurred during the last six months of fiscal 2000, and
remaining: actions, such as office closures or consolidations and lease terminations, were completed within a one-
year time frame.

Employee severance and termination costs. The Company paid termination payments, benefits, stock
compensation, outplacement, and other related costs to employees involuntarily terminated worldwide. The total
workforce reduction was effected through a combination of involuntary terminations and reorganization of
operations to permanently eliminate open.positions resulting from normal employee attrition.

Specifically targeted were-areas with opportunities- for more efficient processes that would reduce staffing,
where operations were generating losses, or where redundancy existed. The Company decreased its workforce by
a total of 775 employees across most. geographic areas and functions of its business, including administrative,
professional, and management positions. All employee terminations. occurred during the. third quarter of fiscal
2000, although a limited number of involuntarily terminated employees continued to provide the Company with
transitional services. (generally 30 to 60 days from their termination date). Salary and benefits earned during the
transition period were not included in the restructuring charge, and severance packages were only provided to the
688 involuntarily terminated employees. The employee severance and termination costs included $1.3 million in
non- cash charges. ‘ :
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The following table summarizes the number of employee positions eliminated in accordance with the
restructuring plan by geographic region and function:

Geographic Region:

United StaES . ..ot e e e 472
AsiaPacific .......... ... ... i e 143
EME A e P 96
Canadaand Latin America .............. ... .. ... ... i 64
FOtal L e 775
Function:
Sales and marketing .............. R 265
Consulting and technical support .............................. e .... 208
Research and development . ............. R 100
Training SETVICES . .« .ottt ettt e e e e e e 80
Finance, human resources, legal, and other general and administrative . ............. 63
Information technology . ... ... .ottt e 33
Customer support and product delivery .......... ... i 26

Total oo e e e e _7_7_5_

Office closures. In addition to the decrease in employee positions, the- restructuring plan provided for
reduction in office space and related overhead expenses. Office and training facility closure and consolidation
costs are the net estimated costs to close specifically identified facilities, costs associated with obtaining
subleases, lease-termination costs, and other related costs, offset by sublease income, in accordance with the
restructuring plan. The Company closed or consolidated several offices worldwide, including offices in Denver,
Colorado, and regional offices in the United States, Europe, and the Asia Pacific region. During the third quarter
of fiscal 2000, the majority of Denver-based personnel were consolidated into the main. corporate headquarters
campus, with the remaining moves completed within one year. Other significant reductions, such as those that
occurred in Japan and certain European countries, were substantially completed during fiscal 2000.

The Company also closed or downsized several underutilized training facilities in order to modify its
education approach. Certain regional facilities—including Denver, Colorado; Chicago, Illinois; Dallas, Texas;
Secaucus, New Jersey; Rutherford, New Jersey; and Toronto, Canada—were closed, downsized, or significantly
reduced. These closures and reductions were completed in December 2000.

Operating lease buyouts. Operating lease buyouts and related costs were the actual or estimated costs
associated with the early termination of leases for computer equipment, phones, and automobiles that were no
longer necessary for operations due to the reduced workforce and facilities.

Asset disposal losses and other costs. During fiscal 2000, the Company wrote off certain assets, consisting
primarily of leasehold improvements, computer equipment, and furniture and fixtures that were deemed
unnecessary due to the reduction in workforce. These assets were taken out of service and disposed of during
fiscal 2000. During the last half of fiscal 2000, the Company incurred other expenses of $557,000 related to
additional asset write-offs, consolidation of office space, and relocation of employees.
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The Company completed all-actions related to this restructuring by April 30, 2001. An.outstanding accrual
of $1.7 million remained at October 31, 2002, consisting of lease obligations for office and. training facilities
closed and consolidated, which will be paid over the remaining lease terms. Following is a summary of the f1scal
2000 restructuring charge and payments (m thousands) : '

"'Employee S ' T Total

. Severance & Operating ' Restructuring  Asset Disposal - Restructuring
Termination Office Lease . ... Costs . Losses and . and Related
Accrual Closures  Buyouts Subtotal Other Costs Charges
July 31, 2000 consohdated charge e e T
before adjustments ....0..... $ 16,683 $12,667 $ 647 $ ‘29,997 $ 116 - § 30,1 13
_Fiscal 2000 cash payments and ‘
other reductions .. ......... oo (15487). . (4,154) ¢ (223) L (19,864) . - (557) .. (20,421)
Fiscal 2000 adjustments -........ (342) (2,696) . — .- (3,033) 941 . - (2,097
Accrual balance, October 31 - ) .
2000, . ..o 854 5.817 424 7,005 500 7,595
Fiscal 2001 cash payments and ’ : _ ’ o
otherreductions .. ........... 617 (2,693) (237) (3,547) (1,460) {(5,007)
Fiscal 2001 adjustments ........ < (134) (306) (187) (627) . 960 ) 333
Accrual balance, October 31 ' o o
2001 ... 103 2818 — . 2921 — C2.921
Fiscal 2002 cash payments and _ : .
other reductions .. ........... - (103)  (1,124) — (1,227) — C(1,227)
Accrual balance, October 31, o o L o
2002 . .. $ — $ 1,694 §$— $ 1694 - § — 8 1,694

The accrual will continue to be reduced until all remaining obligations have been settled by 2007. The
Company recorded adjustments to decrease the restructuring accrual by $627,000 during fiscal 2001. The
adjustments were primarily a result of the final amount of operating lease buyouts being effectively reduced from
the original estimate and successful elimination of further rental obligations on office closures earlier in the fiscal
year. Additionally, the provision was reduced, resulting from favorable negotiations and reduced obligations
surrounding employee termination costs. Immaterial cost true-ups subsequent to April 30, 2001, related to the
fiscal 2000 restructuring were recorded through operating expense with no ‘impact.on the restructuring charge

Fiscai 2001 Restructuring. .

Overview. During fiscal 2001, the'Company’s Board of Directors approved a two-phased global
restructuring plan (referred to as the fiscal 2001 restructuring plan) precipitated by the Company’s operating
losses, lower employee productivity levels, and the general economic downturn. Actions included the elimination
of 398 employee positions:in order to reduce the total workforce and the computer equipment either owned or
leased. for employee use, and the closure or cofisolidation of some operating facilities. The fiscal 2001
restructuring plan consisted of two phases (Phase I-and: Phase II), initiated during the second and third quarter of
fiscal 2001, and all actions were completéd within one.year. Restructuring :and .related -charges primarily
consisted of severance-related costs for: involuntarily termmated employees operating lease termination
payments, and office closure costs. R o :
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Employee severance and termination costs. The Company paid termination payments, benefits,
outplacement, and other related costs to employees terminated in the second and third quarters of fiscal 2001.
Specifically targeted were areas with opportunities for increasing the management span of control by improving
staffing ratios, reducing layers of management, and eliminating non-essential functions. The Company decreased
its workforce by a total of 34 employee positions during Phase I and 364 employee positions during Phase II
across administrative, professional, and management positions and various functions of the Company’s business.
All employee terminations related toc Phase I occurred during the second quarter of fiscal 2001, and all employee
terminations related to Phase II occurred during the third quarter of fiscal 2001. A limited number of terminated
employees continued to provide the Company with transitional services (generally 30 to 60 days from their
termination date). Salary and benefits earned during the transition period were not included in the restructuring

charge. ‘

The following table summarizes the number of employee positions eliminated in accordance with the fiscal
2001 restructuring plan by geographic region and function:

Geographic Region: , :
United States(l) . ..ottt e 265
AsiaPacific ........ ... ..o o o e 39
EMEA e O 56
Canada and Latin America(l) .. ...ttt i e 38
Total . e 398
Function:
Sales and marketing(2) ... ... . 150
Consulting and information technology(2) ........ e 110
Research and development ... ... ... .. .. . it 24
Education services(2) ................... e 16
Finance, human resources, legal, and other general and administrative .............. 49
Customer support and product delivery ............... . ... ... . ... ... 49
TOtal .. e 398

(1) Phase I eliminated 18 employee positions in the United States and 16 employee positions in Canada and
Latin America.

(2) Phase [ eliminated 25 employee positions in sales and marketing, 8 in consulting and information
technology, and 1 in education services. '

Operating lease buyouts. In accordance with the fiscal 2001 restructuring plan, operating lease buyouts
and related costs were the actual or estimated costs associated with the early termination of leases for personal
computer equipment and equipment in training facilities or technology labs that were no longer necessary for
operations cue to the reduced workforce and the closure or consolidation of those training facilities or technology
labs. '

Office closures. In addition to the decrease in employee positions, Phase II of the fiscal 2001 restructuring
plan provided for reduction in specific office space, underutilized training facilities, and related overhead
expenses. Office and training facility closure and consolidation costs are the net estimated costs to close
specifically identified facilities, costs associated with obtaining subleases, lease termination costs, and other
related costs, offset by sublease income, in accordance with the fiscal 2001 restructuring plan. The Company
closed or consolidated several offices worldwide, including offices in Denver, Colorado, and regional offices in
the United States, Europe, and the Asia Pacific region.
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Asset disposal losses and other costs. During fiscal 2001, the Company wrote off certain assets, consisting
primarily of leasehold improvements, computer equipment, and furniture and fixtures that were deemed
unnecessary due to the reducuon in workforce as part of Phase II of the fiscal 2001 restructuring plan. These
assets were taken out of service and d1sposed of during the second half of fiscal 2001.

All actions related to Phase I were completed by the ~fourth quaner:c’if fiscal 2001, and Phase Il .actions were
" completed by April 30, 2002. At October 31, 2002, the outstanding ‘accrual was $6.7 million and consisted
mainly of remaining lease obligations for ofﬁce and training facilities closed or consolidated, which will be paid
over the remaining lease terms through 2007. ' ‘

Fiscal 2001 restrdc-tufing costs. The followiﬁg table summarizes 'the"c_o‘mpbnentfs' of the Phase I and Phase
o restrpcturihg charge, the payments made during the periods presented, and the remaining accrual as of October
31, 2002. Following is a Summary of the fiscal 2001 restructuring charge and payments (in thousands):

-Employee : ) Total
Severance & Operatmg Restructurmg Asset Disposal  Restructuring
Termination Office Lease Costs . Losses and and Related
) - Costs Closures . Buyouts Subtotal - - Other Costs Charges -
Fiscal 2001 consolidated charge, - ‘
before adjustments - .......... -$9,401  $10,896 $1,537 $21,834 - $3425 $ 25259
Fiscal 2001 cash payments and T - Co ‘

- other reductions v, ........... ©(8972)  (1,742) (1,181) (11,895) - (3,425) - (15,320)
Fiscal 2001 adjustments ...... .. 161y 7 190 o - ey - — 2D
Accrual balance, October 31, ; B o S

2001 S e e © 268 9,344 306 0,918 — 9918
Fiscal 2002 cash payments and o ‘ o -

“otherreductions . ............ (348) (4,260) (65) (4,673) (88) (4,761)
Fiscal 2002 adjustments ... .. e 114 1,585 (241). 1,458 88 1,546
Accrual balance, October 31, - . . ‘ ' ‘ .

2002. ... ... 8 340 86669 $ — .8 6,703 $ — $ 6,703

‘The accrual will continue to be reduced until all remaining obligations have been settled by 2007. The
Company recorded immaterial adjustments to the restructuring’ provision during fiscal’ 2001 and increased the
restructuring accrual from the original estimate by approximately $1.5 million during fiscal 2002. The
adjustments primarily represénted an' increase in the office closure costs, which are ‘expected to be higher than
originally estimated due to higher vacancy rates and lower sublease rates; offset by a decrease in the final amount
of operating lease buyouts. Immaterial cost true-ups subsequent to April 30, 2002, related to the fiscal 2001
restructuring were recorded through operating expense with no impact to the restructuring charge.

Additionally, management reviewed the Company’s business alliances during fiscal 2001. As a result of this
review, the Company decided to exit certain reseller arrangements for which prepaid royalty balances existed.
The Company wrote off $12.8 million in prepaid royalties associated with these third-party agreements and $7.8
million ‘of  capitalized third-party products resulting from a change in strategy related to a portion of the
Company’s Extended, Process Integration, or XPI, product. These charges are included.in cost of license fees on
the accompanying consolidated statement of operations. The Company did not incur any such write-offs during
fiscal 2002. ‘ :
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(8) Acquisitions

All of the Company’s business acquisitions were accounted for using the purchase method, and,
accordingly, the total purchase price of each acquired company was allocated to the acquired assets and liabilities
at their fair values as of the closing date of the acquisition. For purposes of allocating the purchase price to the
identified acquired assets, the term “fair value” is defined as fair market value, or the price at which an asset
would change hands between a willing buyer and a willing seller when the former is not under any compulsion to
buy and the latter is not under any compulsion to sell, and both parties are able, as well as willing, to trade and
are well-informed about the asset and the market for that asset. The Company’s consolidated statements of
operations do not include any revenue or expenses related to the acquisitions prior to their closing dates.

YOUcentric, Inc. On November 16, 2001, the Company completed its acquisition of YOUcentric. The
completion of the acquisition allowed the Company to position itself in the CRM applications market and
integrate the CRM product into its suite of product offerings. The Company acquired all of the issued and
outstanding capital stock of YOUcentric, for $81.7 million (excluding $11.6 million held in escrow, which is
discussed below). The YOUcentric stockholders received $6.0 million in cash, and the Company issued
approximately 7.7 million shares of its common stock valued at $10.91 per share. The value of stock issued was
determined in accordance with EITF Issue No. 99-12, “Accounting for Formula Arrangements under EITF Issue
No. 95-19, ‘Determination of the Measurement Date for the Market Price of Securities Issued in a Purchase
Business Combination.”” In addition, certain vested and unvested options to purchase YOUcentric capital stock
under YOUcentric’s stock option plans were assumed by the Company. The intrinsic value related to the
unvested portion of the options that was recorded as deferred compensation was $2.1 million. The fair value of
the vested options assumed and the excess of the fair value over intrinsic value of the unvested options assumed,
which was included in the purchase price, amounted to $700,000. The fair value of the stock options were
determined using a Black Scholes option-pricing model with an expected life of 2.75 years, expected volatility of
75%, and a risk free interest rate of 2.78%. All assumed options, vested and unvested, were converted into
options to purchase shares of the Company’s common stock based upon the acquisition share exchange ratio.
Additionally, the purchase price recorded by the Company included $2.8 million of direct acquisition costs.

The Agreement and Plan of Reorganization (Agreement) included an escrow arrangement, under which the
Company may claim reimbursement of certain losses through an escrow fund that is administered by an
independent escrow agent. There are 1.1 million shares of common stock, of the total 7.7 million shares issued,
that are currently held in escrow that were valued at $11.6 million. If there is a release of the shares, or a portion
of shares, upon resolution of .the claims, the purchase price and related goodwill will be increased. In September
2002, the Company notified the escrow agent of certain claims by the Company to the escrow, the outcome of
which is currently not determinable. None of the shares of common stock held in escrow have been released.
Therefore, the $11.6 million continues to be excluded from the purchase price in these financial statements.
Management does not expect that the effect of the claims on the purchase price will have a material impact on the
Company’s results of operations, ﬁnancial}position, or cash flows.

Pursuant to the Agreement, YOUcentric became a wholly owned subsidiary of the Company. The
acquisition was accounted for as a purchase and, accordingly, the total purchase price was allocated to the
tangible and intangible assets acquired and liabilities assumed at fair value. The excess of purchase price paid,
net of IPR&D, over the fair value of assets and liabilities acquired was recorded as goodwill during the first
quarter of fiscal 2002. The Company paid a premium over the fair market value of the net assets and intangibles
identified as part of the purchase in order to invest in the CRM applications market and integrate the CRM
product into its suite of product offerings. Additionally, IPR&D in the amount of $4.6 million was written off
during the first quarter of fiscal 2002. YOUcentric’s results of operations subsequent to the consummation date
of the acquisition are included on the accompanying consolidated financial statements for fiscal 2002.
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The Company retained an independent appraiser to assist with' determining the estimated fair values of the
intangible assets acquired in the acquisition. The valuations were-based on methodologies that most closely
related the fair market value assignment with the economic. benefits provided by each asset and the risks
associated with the assets. In- valuing the software:costs,. an. income-based approach was determined to best
quantify the economic benefits and risks. The economic benefits were: quantified using projections of net cash
flows and the risks by applying an appropriate discount rate. The estimated fair-value assigned to software costs
was $8.0 million, and non-compete agreements were $200,000. The software costs and non-compete intangible
assets will be amortized over their estimated useful lives of three years. Goodwill of approximately $61.9 million
was recorded as a result of the acquisition and pursuant to SFAS No.142 (see Note 1) has not been amortized.
None of the goodwill is expected to be deductible for tax purposes, as the hlstoncal cost will be used as the tax
basis. ‘

The estimated value of $4. 6 million assigned to. acqmred IPR&D was deterrruned by identifying research
prOJects for which technological feasibility had not been established, and there was no alternative future use. The
fair value of acquired IPR&D included revisions to the YOUrelate Platform V4.X, High-Tech Application V4.5,
High- -Tech Application V5.0, and FinServ Application V4.5. The value was determined by a hypothetical royalty
receipts method, a variation of the discounted cash flow method. Using this method, a hypothetical royalty rate
was applied to the after-tax cash.flows of the IPR&D application projects that leverage Platform V4.X. A royalty
rate ranging from 5% to 20% was used to discount the cash flows varying in relation to the increased reliance on
Platform V4.X and decreased reliance on the core technology. The estimated net cash flows generated by the
products over a three-year period were discounted at rates ranging from 35% to 60% in relation to the stage of
completion and the risks associated with achieving technological feasibility. The net cash flows for such projects
were based on management’s estimates of revenue, expenses, asset requirements, and the core technology royalty
rate.
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During the fiscal year ended October 31, 2002, the Company recorded adjustments to the initial purchase
price allocation which increased goodwill and accrued liabilities by $370,000. These adjustments consisted of
$1.5 million for pre-acquisition liabilities which were finalized during fiscal 2002, partially offset by a $1.1
million reversal of accrued lease payments based on the Company’s decision not to vacate certain office space.
The final allocation of the purchase price to the net assets acquired, excluding the value of shares of common
stock held in the escrow fund is presented below (in thousands):

Net Assets Acquired:
Assets:
Total curtent assets . .. ...coveenenen. . S $12,068
Certificate of deposit (restricted) . ....... ... i 1,341
Property and equipment, met . .. ........ . i 3,625
Total assets acquired ... ....... .. oiieiiiiiiinnaenain R $17,034
Liabilities: - '
Total current liabilities .. ....... .. it e . $ 9,786
Unearned revenue, net of current portion, andother ......................... 202
Total liabilities assumed . . ......... e $ 9,988
Net assets aCqUITEd .« . ..o v vttt et et e e e $ 7,046
Purchase Price Components: ‘ .
Netassets acquired .. ... ..o ottt e $ 7,046
Identified intangibles:
Acquired in-process research and development . . ...... ... ... ... ... ... ... 4,600
Software development costs and other identified intangibles .................. 8,200
Total identified intangibles . ......... ...t $12,800
GoodWill . . oo e 61,899
Total purchase price .......... ... .o $81,745
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The following unaudited pro forma combined financial information is presented as. if the Company and
YOUcentric had been combined as of the beginning of the periods presented. This information is presented for
illustrative purposes, only and is not necessatily indicative of the results that actually would have been realized
had the entities been a single entity during the periods presented. The pro forma results of operations as though'
the compames had combined at the beginning of fiscal 2002 would not be materially different from the reported
results and therefore have been omitted. Unaudlted pro forma resu]ts of operations for fiscal 2001 are as follows

(in thousands, except per share amounts)

Twelve Months

Ended -
v o g October 31, 2001
_ Pro Forma Results of @pem&ﬁoms": - . \
. Revenue ............... e e PRI P - $915,401
Netloss .....oooviviiiiinnnn... T [P o $(217,594)
Basic and diluted net loss pershare . ........................ SN $  (1.84)

Australia/New Zealand business partner. On March 6, 2000, the Company completed an acquisition of its
long-standing business partner serving Australia and New Zealand, J.D. Edwards New Zealand, Ltd., or JDE-NZ.
In connection therewith, the Company acquired the remaining 90% of JDE-NZ not previously owned. Prior to
the acquisition, the Company owned 10% of JDE-NZ.

The Company paid cash for the common shares of JDE-NZ not already owned by the Company, making
JDE-NZ a wholly owned subsidiary. The acquisition was accounted for as a purchase during the second quarter
of fiscal 2000. Accordingly, the total purchase price of $13.0 million was allocated to the acquired assets and
assumed liabilities at their fair values as of the closing date of the transaction. Pro forma results of operations
have not been presented for this acquisition because the effect of the acquisition was not significant to the
Company.

Acquired assets included net.-tangible assets of $1.7 million and intangible assets related to the in-place
workforce, customer base, and goodwill of approximately $3.8 million, $3.7 million, and $3.8 million,
respectively. The valuations of intangible assets were based on methodologies that most closely related the fair
market value assignment with the economic benefits provided by each asset and the risks associated with the
assets. A replacement cost approach was determined to best quantify the in-place workforce. An income-based
approach was applied to value the economic benefits of the existing customer base using projections of net cash
flows and an appropriate discount rate was applied as a factor of the associated risk. The intangible assets are
being amortized on a straight-line basis over their estimated useful lives-of three to four years. The effect of

adjusting the cost basis of the Company s previous 10% investment to reﬂect equ1ty method accounting is
insignificant.

Other acquisitions. During the fourth quarter of fiscal 2002, the Company acquired two business partners
in separate transactions. The acquired assets and liabilities were recorded at their fair values at the dates of
acquisition. Pro forma results of operations have not been presented for these acquisitions because the effects of
these acquisitions were not significant to the Company on either an individual or an aggregate basis. The
aggregate purchase price for the entities was $1.1 million and was allocated predominately to capitalized
software, goodwill, accounts receivable, and current liabilities in the amounts of $605,000, $581,000, $288,000,
and $249,000, respectively.

F-33




J.D. EDWARDS & COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(9) Sale of Product Line

In fiscal 2000, the Company sold the assets of its homebuilding software product line to a privately held
provider of e-business, technology, and project management systems. The buyer acquired all of the rights to the
J.D. Edwards homebuilder software, including its source code, contracts, license agreements, maintenance
agreements, and customer lists. The Company received $6.5 million in a combination of cash and a promissory
note secured by the software code and the customer base. The Company allocated the total proceeds to the.
components of the agreement and recognized a one-time gain of approximately $5.7 million as other income
during fiscal 2000. The secured promissory note obligation was not collected when due; therefore, during fiscal
2001, the Company recorded a reserve against the note receivable of $4.6 million. The $1.3 million charge
incurred represented a write-down of the note to its net realizable value, based on the estimated fair value of the
collateral. The collateral was recorded in capitalized sofiware costs and is being amortized over a three-year
period. At October 31, 2002, the remaining net book value of the collateral was $542,000 and was included in
software costs on the accompanying consolidated balance sheets.
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(10) Segment Information

Operating segments are defined as components of an enterprise for which discrete financial information is
available and is reviewed regularly by the chief operating decision-maker, or decision-making group, to evaluate
performance and make operating decisions. The Company identified its chief operating decision-makers as two
key executives—the Chief Executive Officer and Chief Financial Officer. These éxecutives review the revenue
and overall results of operations by geographic' regions: The accounting ‘policies of the operating segments
presented below are the same as those described in the summary of significant accounting policies. Total revenue
from each country outside of the United States was less than 10 percent of the Company’s consolidated revenue
for all periods presented. The groupings presented below represent an aggregation of financial information for
countries meeting certain criteria, including economic charactenstlcs snmlar customers, and the same products,
_ services, and d1str1but10n methods (in thousands):

Year ended October 31,
. 2000 2001 2002

Revenue from unaffiliated customers: ' .
United States ................. B $ 668,927  $569,295  $567,804
Europe, Middle East, and Africa . .......................0oo.... 200,424 179,567 186,820
Canada, Asia Pacific, and Latin America ..., 153,663 145,406 149,833

Consolidated ...............c... .. oo, $1,023,014 $894,268 - . $904,457
Income (loss) from operations: ‘ ) : _ o |
United States .......... S L0008 (47.851) . $(38,028)  $(41,786)
Europe, Middle East, and Africa . . . ... e . 35451 39914 58,989
Canada, Asia Pacific, and Latin America ................ PO 5949 . 19919 . 38366
Amortization and write-offs of acquired software, other acqulred . ’ ,

mtang1bles and acquisition-related deferred compensatlon e oo (2:5;044) (27,388) (22,257)

Write-off of certain third-party arrangements . .................... — (20,566) =
Acqulred in-process research and development e - . = {4,600)
Restructuring and other ;elated charges‘ .......... S (28,016) . (25,621) (1,546)

Consolidated ..... ....... T v $ (59511 $(51,770) . $ 27,166
Total assets: ~ . ‘ i ) _ o o ‘
United States .. U PR e N e $ 728208  $470,746 - $668,320
Europe, Middle East, and Africa ... . . .. T feieieiiiie. 103915 119,446 . 95,236
Canada, Asia Pacific, and Latm America .......0 ... 0., 118918 70,940. 46,097

Consolidated . ....... e e e . $ 951,041 $661,132 $809,653
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(11) Commitments and Contingencies

Leases

The Company leases office space and equipment under various operating leases. Rent expense for office
space and equipment during fiscal 2000, fiscal 2001, and fiscal 2002 was $74.8 million, $64.2 million, and $46.4
million, respectively. The minimum future lease commitments under non-cancelable leases as of October 31,
2002 (including the operating leases for the Company’s corporate headquarters discussed below), are as follows
(in thousands):

Fiscal Year : : C i Amount
20083 e e '$ 38,830
T 32,998
2005 L e e e 18,687
2006 . e e e 9,834
200 e 6,895
Thereafter .. ... i e e 21,228
$128,472

The Company’s corporate headquarters buildings were constructed on land owned by the Company and are
leased under operating leases. During fiscal 1997 and fiscal 1998, the Company entered into six-year master lease
agreements with a lessor, a wholly owned subsidiary of a bank, which together with a syndication of other banks,
provided the financing of $121.2 million in purchase and construction costs of the buildings through a combination
of debt and equity. The Company’s lease obligations are based on a return on the lessor’s costs. The Company also
has an option to purchase the leased properties during the term of the lease for approximately $121.2 million, the
amount expended by the lessor and syndication of banks for purchase and construction costs. In the event that the
Company does not exercise the purchase option, the Company guarantees the residual value of each building up to
approximately 85% of its original cost. Management does not believe that the Company will be called upon to
perform under the residual guarantee to satisfy any of the financial obligations under the lease. The leases terminate
between April and November of 2004, for a total of approximately $121.2 million, at which time the Company will
either purchase the properties with existing cash balances or new financing arrangements.

Management can elect to reduce the interest rate used to calculate lease expense by collateralizing the
financing arrangements with investments. At October 31, 2001 and 2002, investments totaling $67.2 million and
$117.6 million, respectively, were designated as collateral for these leases. During fiscal 2002, management
elected to increase the total amount of investments designated as financing collateral in order to reduce the
Company’s interest rate used to calculate lease expense. The majority of investments designated as collateral are
included in cash and cash equivalents on the accompanying consolidated balance sheets.

During the fourth quarter of fiscal 2001, the Company obtained a covenant compliance waiver related to the
profitability covenant from one of the syndicate banks. In connection with the waiver, the Company designated
$16.0 million of existing collateral as restricted cash and cash equivalents at October 31, 2001. During fiscal
2002, management executed amendments to the security agreements on the remaining leased buildings and
designated an additional $19.4 million of the collateral as restricted cash and cash equivalents. The lease
collateral represents substantially all of the $36.0 million restricted cash, cash equivalents, and investments on
the accompanying consolidated balance sheets at October 31, 2002. The Company may withdraw the funds used
as collateral, excluding the restricted amounts, at management’s sole discretion provided that the Company is not
in default under the lease agreements. At Cctober 31, 2001 and 2002, the Company was in compliance with the
covenants, representations, and warranties required under the lease agreements.
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Legal Matters

The Company is involved in certain disputes and legal actions arising in the ordinary course of business.
While it is not feasible to predict or determine the outcome of these proceedings, in the opinion of management,
based on a review with legal counsel, none of these disputes and legal actions is expected to have a material
impact on the Company’s consolidated financial position, results of operations, or cash flows. However,
litigation is subject to inherent uncertainties, and an adverse result in these or other matters may arise from time
to time that may harm the Company’s business.

(12) Quarterly Financizl Information (Unaudited)

The Company’s quarterly financial information for fiscal 2001 and fiscal 2002 is as follows (in thousands,
except per share data):

First Second Third Fourth
Quarter Quarter Quarter Quarter
Year Ended October 31, 2001:
Total TEVENUE . ..\ ottt et e e e et e et $222,071 $221,900 $ 209,364 $240,933
Less:costsandexpenses ..............covvenennann.. 232,346 235,748 257,995 219,949
Operating income (1088) ... ..ottt i (10,275) (13,848) (48,631) 20,984
Income (loss) before incometaxes ........................ (6,950) (12,502) (50,501) 21,633
Netincome (108S) ..o e ittt e ettt $ (4379) $ (7,467) $(185,901) $ 17,994
Net income (loss) per common share:
BasiC . . e e $ ©00H $ ©007H S @165 $ 016
Diluted . ... $ OOH $ 0Oy $ (165 $ 0.16
Year Ended October 31, 2602:
Totalrevenue . ...........c.cvuuvninenonn. U $204,668 $223,600 $ 228,956 $247,233
Less: costs and eXpenses ...........oevinenninnnainas 209,946 220,087 220,335 226,923
Operating income (1088) ... ... ..ot (5,278) 3,513 8,621 20,310
Income (loss) before incometaxes ........................ (4,808) 4,102 11,022 23,242
Netincome (I0SS) . .. .o o vttt et et e e $ 4,133) $ 3,526 $ 9474 $ 37,326
Net income (loss) per common share:
BasSiC . i $ @004 S 003 S 008 $ 031

DAUEd oo $ 004 $ 003 $ 008 $ 031
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SCHEDULE II

J.D. EDWARDS & COMPANY
YALUATION AND QUALIFYING ACCOUNTS

Balance Additions

at Charged Balance
Beginning to Translation at End of
Classification of Period Operations Write-offs Adjustment Period
Allowance for Doubtful Accounts
Year Ended:
October 31,2000 ........... .. ... ... ... .. $12,000 $13,663 $(10,649) $(1,162) $13,852
October 31,2001 .......... ... i, $13,852  $16,665 $(13,720) $ 103 $16,900
October 31,2002 .......... ... oo, $16,900 $ 6,394 $(11,407) $ 413  $12,300
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and directors, which is incorporated herein by reference to Exhibit 10.13 to the Reglstrant s Form
S-1. :

—J.D. Edwards & Company Retirement Savings Plan, amended and restated as of January 1, 1997,
which is incorporated herein by reference tothe Registrant’s Form 10-K for the penod ended
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Seagull Software Systems, Inc. (and addendum dated September 26, 2000), incorporated herein by
reference to the Registrant’s Annual Report on Form 10-K for the fiscal year ended October 31,
2000.
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the Registrant’s Annual Report on Form 10-K for the fiscal year ended October 31, 2001.
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10.17% Employment Agreement, dated May 4, 2001, but effective as of May 14, 2001, between J.D.
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10.18% Employment Agreement, dated December 21, 2000, but effective as of September 1, 2000, between
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